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The national accounts are central to the 
analysis of the economic situation and most 
forecasting and national planning is cast m 
terms of the national accounting framework. 
This book describes in detail how the official 
national accounts of the United Kingdom are 
compiled. It is an essential guide to all those 
interested in using the figures for analysing 
economic developments and for forecasting. 
And it will be of special value to teachers 
and students of economics.

The national accounts estimates are com
piled and published by the Central Statistical 
Office in collaboration with other government 
departments and the Bank of England. A 
wide range of statistical material is drawn 
upon and this book gives a survey of the 
information used and how the data are fitted 
into the national accounts. It has been pre
pared as a companion volume to the official 
statistical publications which are prepared 
both quarterly and annually, and where the 
quarterly and annual data differ, both are 
described. The description follows the arrange
ment of the tables in the annual Blue Book, 
National Income and Expenditure, published 
at the beginning of September.

Introductory chapters describe the main 
concepts underlying the official statistics. 
There follows a short survey of the estimates 
of the national income aggregates at current 
and constant prices, and a description of the 
arrangement of the published tables. Sub
sequent chapters deal with various aspects of 
the national accounts. There are separate 
chapters for each sector of the economy—the 
personal sector, companies, public corpora
tions, centralgovernment and local authorities. 
One chapter describes the financial accounts 
while another sets out the treatment of inter
national transactions and shows the relation
ship to the balance of payments accounts. 
A section on input-output tables describes 
their relationship to the main accounts.
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Preface

This book provides a description o f the national accounts for the United 
Kingdom. It describes the structure o f the official accounts and the preparation 
of the estimates included in them. The description does not attempt to enable the 
reader to reconstruct the estimates, but is intended to enable him to better 
appreciate their significance and to assess their reliability. The aim is to show 
how the estimates fit into the national accounting framework and to indicate the 
source of the information. In many cases, when statistics are prepared by other 
departments, a more detailed description of their preparation is published by the 
department concerned.

The first such description of the national income statistics—National Income 
Statistics: Sources and Methods—was published by the Central Statistical Office 
in 1956. The plan of this book follows closely that of its predecessor. The two 
introductory chapters provide a description o f the main concepts underlying the 
United Kingdom official statistics. There follows a short survey of the estimates 
of the national income aggregates (Chapter III) and a description of the arrange
ment of the published tables (Chapter IV). Subsequent chapters deal with 
various aspects of the national accounts, and there are separate chapters on the 
accounts for each sector o f the economy (the personal sector, companies, public 
corporations, central government and local authorities).

In the twelve years since the earlier volume, many changes have been made and 
the amount of published information has been greatly expanded. The annual 
Blue Book, National Income and Expenditure, remains the basic publication, but 
it has grown from the fifty-three tables of the 1955 Blue Book described in 
National Income Statistics: Sources and Methods, to the eighty tables of the 1967 
Blue Book described in the present volume. The first major change in this period 
was the inclusion of estimates of capital consumption in the 1956 Blue Book; 
since 1964 estimates of capital stock have also been given (see Chapter XII). The 
other major change has been the incorporation of financial accounts within the 
system (sec Chapter XIV). More important, outside of the Blue Book, a system of 
quarterly accounts has been built up which includes all the basic summary tables; 
and the main quarterly series are published on a seasonally adjusted as well as 
an unadjusted basis. The descriptions of the estimates cover both the quarterly 
and annual figures and a separate section (in Chapter III) describes the methods 
of seasonal adjustment. An associated development was the publication in 1961 
of the first official detailed input-output tables for 1954 which are consistent with
the national accounts: the first summary tables for 1963 arc described in Chapter 
IV. The present regular official publications are summarised at the beginning of
Chapter IV.
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The description given in this book relates to the national accounts as presented 
in the 1967 Blue Book, National Income and Expenditure, 1967 (HMSO, 
September 1967); and it covers in detail the estimates for the eleven years 1956 
to 1966 for which figures are given in the 1967 Blue Book tables. In addition, 
important points relating to earlier years are mentioned and sufficient infor
mation for earlier years is given to provide—together with the previous book—a 
description of the estimates for all years since 1946. Where estimates are quoted, 
they are taken from the 1967 Blue Book even if revised estimates have been 
published subsequently. Where additional references are given, these relate 
(unless otherwise stated) to other official publications by Her Majesty’s Stationery 
Office.

Developments subsequent to the 1967 Blue Book and up to the beginning of 
1968, have been noted, but not fully described. The national accounts are 
continually being developed as new items have to be provided for, additional 
information becomes available, and methods of estimation are improved. It is 
therefore inevitable that a description of this kind is quickly overtaken by events. 
As in the past, the notes to each Blue Book will bring up to date the descriptions 
contained in the following pages. The main current developments which are 
likely to lead to changes are the re-basing of the constant price estimates on 1963 
instead of 1958 and the introduction of the revised Standard Industrial Classi
fication.

The United Kingdom system of national accounts generally follows the 
principles recommended for international use by the United Nations in A System 
o f National Accounts and Supporting Tables (New York, 1964) and the Organisa
tion for Economic Co-operation and Development in A Standardized System o f  
National Accounts (Paris, 1959). The United Nations’ recommendations are at 
present in course of being revised and a number of changes are to be made. 
Corresponding changes may be made to the United Kingdom accounts if 
suitable data are available and the new presentation is considered appropriate 
for this country.

The national accounts estimates are compiled and published by the Central 
Statistical Office, but it will be evident from reading this book that they are to a 
large extent derived from the statistical work of other departments. In the case 
of confidential data, such as tax assessments and census of production returns, 
the work of analysis and summarisation is necessarily carried out by the depart
ment receiving the information. Many branches of the government statistical 
service and the Bank of England have also contributed extensively to the pre
paration of this volume and their help is gratefully acknowledged. Within the 
Central Statistical Office, the work of preparing this volume has in fact exten
ded over three years and many different members of its staff have made valu
able contributions to it. Their work is acknowledged with appreciation. It will 
also be obvious to readers of the previous book that we have built very largely 
on the work of those who prepared the first Sources and Methods; without this 
our task would have been immeasurably greater.

RITA M AURICE

Central Statistical Office 
March 1968.
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Chapter I

The Conceptual Framework of National
Income and Expenditure Statistics

NATIONAL INCOME, PRODUCT AND EXPENDITURE

The national income is a measure o f the money value o f goods and services 
becoming available to the nation from economic activity. It can be regarded in 
three ways: as a sum of incomes derived from economic activity, which can be 
broadly divided for example between incomes from employment and incomes 
from profits; as a sum of expenditure, the main distinction being’that between 
expenditure on consumption and expenditure on adding to wealth (or invest
ment); or as a sum of the products of the various industries of the nation. These 
three aspects of the national income help to explain both the ways in which the 
statistics are normally presented and the ways in which the estimates are com
piled. The present chapter describes the three methods o f approach and the 
relations between them.

The analysis of national income statistics is not confined to the subdivision of 
the national aggregates into the various forms of income, product or expenditure. 
It extends to the compilation of accounts for particular broad groups within the 
nation—the sectors o f the economy—and thus throws light on the transactions 
between the sectors. This form of analysis is described as national accounting, 
and this method o f presentation of national income statistics is described in 
Chapter II.

The aggregation o f incomes
As a measure of the value of goods and services available to the nation, the 
national income is not simply an aggregate o f all incomes. It includes only 
those incomes of residents of the nation, whether individual or corporate, 
which are derived directly from the current production of goods and services. 
Such incomes can be described as incomes o f factors of production, or more 
shortly, as factor incomes. Other forms of income, for example retirement 
pensions or family allowances or receipts of private gifts, cannot be regarded as 
payments for current services to production; they are paid for out o f factor 
incomes, through national insurance, through taxes, or by gifts, and are des
cribed as transfer incomes. Payments for which no goods or services are received 
in return, such as taxes, are transfer payments. The national income, being the 
total value of goods and services becoming available, cannot include both factor 
incomes and transfer incomes. It is measured by the sum of factor incomes.

One important form of income—interest and dividends—is susceptible to 
alternative treatments. It may be regarded as a factor income earned by the
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owner of capital, or as a transfer payment out of the factor income earned bv 
the enterprise employing the capital. In the former case, the national income 
would include interest and dividends as one item of factor income and undistri
buted profits of enterprises as another. In the latter case, the entire profits of 
enterprises are regarded as factor incomes, and the payments of interest and 
dividends as transfer incomes paid out of these profits. The aggregate national 
income is the same in both cases. A particular form of interest—interest on the 
government debt—is in both cases regarded as a transfer payment for a different 
reason: namely, that the national income would otherwise not be independent 
of the means of financing government expenditure, as it is of the means of 
financing producers’ expenditure. Having arisen from financing past government 
expenditure (often in war) government debt interest cannot, without straining 
language, be regarded as corresponding to currently produced goods and 
services. In United Kingdom statistics the second of the treatments described 
above is adopted and payments of interest and dividends out of profits are 
regarded as transfer payments. The standard system of national accounts pre
pared by the United Nations*!* at present adopts the first treatment, but this is 
likely to be changed in the revision of the standard system which is now in pro
gress. The United Kingdom treatment shows the factor income arising from 
current production of goods and services, irrespective o f the ownership of capital 
and has the advantage o f providing a more simple analysis of the contribution of 
each industry to the national income. It also has the advantage of showing one 
of the determinants o f changes in the income from ownership of capital.

The national income of the United Kingdom is the income of residents of the 
United Kingdom. Some of this income arises as a result of economic activity 
abroad, or property held abroad, while some income arising within the United 
Kingdom is paid to non-residents. To arrive at the national income of United 
Kingdom residents the net income from abroad has to be added to the factor 
incomes arising in this country. The distinction between domestic income and 
national income is discussed in detail below.

The aggregation o f  products
The sum of domestic factor incomes measures the total output o f goods and 
services within the country, described as the domestic product. Two points 
should be noticed. Firstly, the domestic product can be regarded as the sum of 
the products of industries or productive enterprises within the country, but it is 
the sum only of the factor incomes earned in each industry or enterprise. It is 
essentially a sum of the values added at each stage o f production. The value of 
the product of the weaving industry, in this sense, consists of the wages, salaries 
and profits of the weavers, but it does not include the value o f the yam used in 
production, and so is not equal to the selling value of the cloth. Secondly, it 
follows that the domestic product includes only the factor incomes arising 
within the country; it does not include the value of imported goods and services, 
which are part of the domestic products of other countries.

The domestic product describes the total of domestic factor incomes. As in the 
case of incomes, to arrive at the national product net income from abroad has 
to be added to the domestic product.

M System o f National Accounts and Supporting Tables, United Nations (New York, 1964).
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The conceptual framew ork

The aggregation o f expenditures
The national income has been defined as the value o f goods and services becom
ing available to the nation. Hence it can be measured not only as a sum of 
incomes but also by summing expenditures on these goods and services.

National expenditure can be broadly divided between consumption and 
adding to wealth (or investment). Consumption is taken to comprise all kinds 
of current expenditure on goods and services, whether by individual consumers 
or by collective bodies, including the government.

Adding to wealth is taken to mean the net increase in the stock o f capital 
assets. Assets in this sense comprise both physical assets—the stock o f factories, 
machinery, houses and so on—and financial assets in the form of holdings of 
securities and other claims, and in the form of currency or bank deposits, includ
ing foreign exchange. But every financial asset or claim is necessarily a liability 
to someone else, including currency which is regarded as a liability to the issuing 
authority. Hence, within the nation, financial assets must be taken to be offset 
exactly by financial liabilities. Adding to wealth, or investment, by the nation as 
a whole thus means net additions to the nation’s stocks o f physical assets 
together with any net addition to the total claims by residents o f the nation on 
residents of other nations, in the form of gold, foreign exchange, holdings of 
shares in non-resident enterprises, trade credits, etc. There are, o f course, forms 
of wealth which do not come within this definition o f the stock o f capital assets. 
Some—such as the health o f the population, its technical knowledge, its heritage 
of literature and music—arc not capable o f measurement. Others—such intan
gible assets as patents, copyrights, concessions, leaseholds and goodwill—fall 
within the sphere o f accountancy and might be measured, but in fact no attempt 
is made to specify changes in them.

Just as the national income is not simply an aggregation of ail incomes, and 
the national product is not an aggregation of the selling values o f all goods sold, 
so the national expenditure is not the aggregation o f all purchases. It is defined 
so as to exclude the transactions that occur when a commodity (such as yarn for 
weaving) or a service (such as the carriage o f yarn from spinner to weaver) is 
sold for the production o f some finished commodity (a shirt). This involves 
drawing a distinction between final and intermediate purchasers and trans
actions. The shirt is a final product; its purchaser—the consumer—is a final 
purchaser, and his purchase in the retail shop is a final transaction and part of 
final expenditure. The transactions conducted between the spinner and the 
weaver, and between the weaver and the transporter are intermediate trans
actions. All purchases o f goods and services for use in current production and 
subsequent resale are intermediate purchases. Goods added to stock between 
the end o f one accounting period and the next are, however, an exception; 
additions to stock must be regarded as additions to wealth within the accounting 
period and therefore as final expenditure. To avoid duplication, only final 
purchases arc included in the aggregate o f national expenditure.

In the simple case of the shirt this distinction gives rise to little difficulty. It is 
less easy to determine the boundary between final and intermediate purchases 
in considering transactions of the government or purchases o f capital assets. 
The solutions adopted are described later.

The treatmeut o f international transactions
National expenditure is thus another aspect o f the national income and national
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product. All three concepts are ways of regarding the total value of goods and 
services becoming available. In a closed economy, with no foreign trade, the 
national product and national expenditure would be different aspects of the 
same collection of goods and services. In an open economy, identification of the 
specific goods and services is rendered more difficult because many final goods 
contain imported material; final expenditure on such goods thus generates 
income and product not only in the home economy but also in the foreign 
country from which the imported material has been bought. Similarly part of the 
national product is sold to other countries. National expenditure and national 
product cannot therefore be identified as a tangible collection of goods and 
services.

National expenditure as was said above, may be regarded as comprising the 
nation’s consumption and its investment, including as investment additions to its 
wealth overseas. One form of investment is, therefore, an excess of exports of 
goods and services over imports, which is necessarily accompanied by an increase 
in the nation’s wealth (except where international transfers occur, a case dealt 
with below). This increase in wealth, or net investment abroad, which may take 
the form of increased holdings of foreign exchange or other financial claims on 
non-residents, or of increased holdings o f physical assets abroad, is a part of 
national expenditure as defined. In the reverse case, an excess of imports is 
financed by drawing on the nation’s wealth, or net foreign disinvestment.

From the point of view of this discussion, income received from economic 
activity or property held abroad is regarded as equivalent to exports; it is another 
means of acquiring financial assets. Income paid abroad is equivalent to imports. 
Thus: Exports of goods and services plus Income from abroad 

equals Imports of goods and services plus Income 
paid abroad plus Net investment abroad.

In estimating national expenditure, it is not in fact practicable, except by 
rather elaborate methods, to eliminate the import content from each kind of final 
expenditure, for example, from consumers’ expenditure. The statistics from 
which the estimates of consumption and investment are derived relate to the 
total value of the final goods and services concerned, including their import 
content, and the estimate of national expenditure is arrived at by subtracting 
from this total value of final products the total value of imported goods and 
services.

Thus the national expenditure is equal to total expenditure by residents of the 
nation on all final goods and services, including their import content—a total 
described as domestic expenditure— total exports and income received from 
abroad less total imports and income paid abroad. It is identical with the value 
of goods and services becoming available as a result o f the nation’s economic 
activity, and thus with the national income and national product.

So far, only a passing reference has been made to international transfer pay
ments, such as grants and gifts. These may be inter-governmental grants, such 
as aid to developing countries, or private donations, such as remittances by 
emigrants to their relatives at home. It would not be unreasonable to treat 
receipts of such gifts as part of the national income; they clearly add to the 
nation’s ability to buy goods and services (unlike transfers or gifts between 
members of the nation). It may be said that the direct effect of such gifts on 
national income and expenditure is the same as the effect of property income 
from abroad, which is included as a component of the national income. It is,
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The conceptual framework 5

however, more appropriate to treat the national income as a measure of the 
goods and services becoming available to the nation through its own economic 
activity. This limitation allows the inclusion in national income o f income from 
abroad, which is a measure o f the yield o f productive assets held abroad; it 
does not allow the inclusion o f international transfers, the value o f which 
cannot be described as a measure o f the receiving nation's economic activity.

Receipts o f such transfers, o f course, add to national expenditure by increasing 
consumption or national wealth, for example, by increasing the foreign exchange 
reserves. The equality between national expenditure and national income is pre
served by setting the value o f international transfers received less transfers to 
other countries against expenditure in the form of additions to overseas assets. 
The specific consumption or increase in specific forms of wealth resulting from 
gifts is included in the detailed statistics of national expenditure, but has to be 
offset against the increase in national wealth as in the table below.

The identity o f national income, product and expenditure
The relation between the three idential aggregates may be summarised as 
follows:

Relation between national income, product and expenditure

Income or product

Domestic factor incomes 
domestic product

Expenditure

Consumption (including its import content)

plus Adding to domestic wealth (including its import 
content)

Domestic expenditure

plus Net income from abroad

plus Exports of goods and 
services (including their 
import content) and 
income from abroad

less Imports of goods and 
services and income paid 
abroad

plus Net investment 
abroad

less Net transfers from 
abroad

National income or product National expenditure

The identities between the aggregates are, then, tautologies resulting from the 
definitions, not propositions about economic behaviour. Many of the conceptual 
problems that arise in defining these aggregates and in classifying their com
ponents can be solved only by arbitrary or conventional methods. It is not 
suggested that the methods applied in the official statistics for the United 
Kingdom are the only correct solutions, nor indeed that they are the best 
solutions at all times and for all purposes. The concepts that the statistics are 
designed to measure arc themselves abstractions from the complicated realities of 
economic life, and the statistics may often appear remote and artificial until 
experience has been gained in their use as instruments for interpreting actual 
economic situations.
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The conceptual framework
The consumption o f fixed assets
To each of the three identical aggregates there corresponds a ‘gross’ and a ‘net’ 
concept. The process of production and the passage of time involve a gradual 
using up of the nation’s productive assets—its buildings and machinery. This 
capital consumption, or depreciation, should clearly be taken into account in 
calculating the net annual additions to the nation’s wealth, and should therefore 
be regarded as a deduction from income, product and expenditure—from income 
and product, because the using up of assets is a necessary cost o f earning the 
income or producing the output (analogous with, although less easily measured 
than, the cost of raw materials); from expenditure, because depreciation of 
capital represents a reduction in the value of the national wealth. For two 
reasons, however, the main aggregates are shown before deducting any such 
provision. Firstly, the replacement of physical assets can be, within limits, post
poned: hence it is useful to measure the total supply of goods and services 
becoming available, even though to preserve the nation’s assets intact some part 
of the total must be allotted to replacement, or provisions for future replace
ment, o f existing assets. For some purposes, it is more useful to know the total 
output of capital goods than to know only the net increase in the stocks of such 
goods after allowance for depreciation. Secondly, estimates of depreciation, or 
capital consumption, can be made only on the basis of convention or of some 
arbitrary principle of calculation. They do not represent actual transactions and 
are thus of a different nature from most of the other estimates in the national 
income statistics. The allowance for capital resources used up in production 
depends upon judgements about the timing of the services rendered by capital 
assets and is not a unique quantity. Hence the statistics at present published for 
the United Kingdom give precedence to measurements of ‘gross’ income, 
product and expenditure, before making allowance for that part which should 
be allotted to the maintenance intact of the nation’s fixed assets. To presen'e 
the true significance of the expressions national income, national product and 
nationd expenditure, the terms used to describe the estimates before deduction 
of capital consumption are ‘national income plus depreciation’, ‘gross national 
producf'2) and ‘gross national expenditure’. The estimates after deduction of 
capital consumption are described as ‘national income’, ‘net national product* 
and̂  net national expenditure . In the published tables the terms generally used
are ‘gross national product’ for the gross concept and ‘national income’ for the net concept.
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Another commonly used aggregate of some importance is the total of persona] 
incomes. It has been pointed out that the national income is defined to represent 
the aggregate of incomes arising from current production of goods and services 
plus net income from abroad. It is, however, convenient also to measure the 
simple aggregate of all incomes accruing to persons resident in the nation 
whether derived from current production or by transfer of income from others 
through taxation or through receipts of interest and dividends. This aggregate 
is greater than national mcomt plus depreciation to the extent that such transfer

measure
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The conceptual framework
incomes from public authorities (which include interest payments as well as 
national insurance benefits and similar grants) are included in person^ income 
as well as the personal incomes which are taxed to provide them; it is smaller 
than national income plus depreciation to the extent that trading enterprises of 
all kinds retain some of the income arising from current production (or from 
abroad) for their own investment or for paying their own taxes.

Total personal income may be greater or less than national income plus 
depreciation, and changes in total personal incomes may also be significantly 
different from changes in national income plus depreciation. The relationship 
between the two may be summarised as follows:

Total personal income
less Personal income from transfers from public authorities 
plus Undistributed income of corporations (including additions to 

reserves)
plus Taxes on income paid by corporations
plus Income of public authorities from trading, rent, dividends and 

interest
less Interest on public authorities* debt 
equals National income plus depreciation 

This is the way in which the aggregate national income would be built up if 
income from interest and dividends were regarded as a factor income. A presenta
tion on these lines is included in the standard tables published by the United 
Nations*^* and one is also shown for the United Kingdom in the Blue Book 
(Table 9 of the 1967 Blue Book).

DE F I NI T I ON OF P R O D U C T I O N  
AND THE EXTENT OF I MP UT ATI ON

It was said at the outset that the national income includes only those incomes, 
whether individual or corporate, which arise from economic activity. The 
problem then arises of delimiting the field of production or economic activity. 
In the widest sense, production might be taken to cover all activities resulting 
in useful goods and services. Such a definition would raise great difficulties of 
measurement. The domestic services of housewives, for example, and the week
end carpentry of householders, are not exchanged for money; they could be 
given only an assumed value which would necessarily be very arbitrary. In com
puting a money measure of the nation’s production, it is most convenient to 
confine attention to activities yielding goods and services which can be given a 
value which is not wholly arbitrary. TTiis means substantially those goods and 
services which arc in fact exchanged for money.

This is already a very broad definition—much broader than the sense in 
which production is often used. It includes not only the output of physical com
modities from extractive and manufacturing industry but also the activities of 
transport and communication, wholesale and retail distribution, the other 
service industries, and the work of civil servants, local government employees 
and the Forces.

In practice, the definition used in the United Kingdom statistics extends a 
little beyond this to cover certain kinds of activity which are not actually 
exchanged for money. The principal example is the provision of owner-occupied

System o f National Accounts and Supporting Tables, U n ite d  N a tio n s  (N ew  Y o rk , 1964).
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8 The conceptual framework
houses. No money actually passes between the owner and the occupier of a 
house when they are the same person, but the services of the building do never
theless have a value equivalent to the net income which could be obtained by 
letting the building commercially. A figure based on this approach is included in 
the reckoning of the national income. In effect the owner-occupier is divided 
into two separate transactors: it is supposed that as owner he lets the building 
to himself as occupier for a certain rent. This process of inventing a transaction 
is known as ‘imputation’.

Imputation is confined to the very small number of cases where a reasonably 
satisfactory basis for the assumed valuation is available. In general this can 
occur only where the imputed transactions in question are closely similar to a 
group of transactions in which money actually passes. Hence the flow of goods 
and services which contribute to the national income and product is limited to 
those goods and services which are customarily exchanged for money. Thus in 
the case of owner-occupied houses, a basis of valuation can be obtained because 
there are many commercially rented buildings. An imputed value for certain 
forms of employees’ income in kind (such as free or cheap coal for miners, food 
and lodging for domestic servants and the Forces) is also included in the national 
income. Farm produce consumed by the farmer and his own household is 
included at an imputed value. Finally, a value is imputed for the services of 
certain buildings owned and occupied by public authorities (such as schools, 
hospitals). These are the only significant cases of imputation in the United 
Kingdom statistics of national income and expenditure. To omit some of these 
imputed items entirely might lead in some circumstances to misleading con
clusions. For instance, if the income in kind of the Forces were omitted from 
personal income and expenditure, then a substantial increase in the size of the 
Forces would in itself appear to cause a substantial fall in consumers' expendi
ture. If a large number of rented houses were sold to their occupiers, the omission 
of imputed rent would lead to an apparent decrease in national income and 
product due merely to a change in ownership unrelated to any actual decrease in goods and services.

It should be observed that whenever an income is imputed, a corresponding 
expenditure must simultaneously be recorded. The inclusion in the owner’s 
income of the value of an owner-occupied house must be balanced by an 
imagined payment of rent by the owner-occupier qua occupier. The inclusion in 
the income of domestic servants of free food must be balanced by an imagined 
equal expenditure by domestic servants on food. Both aspects of the imaginary 
transaction must be recorded in order to preserve the identity between income, 
product and expenditure.

Although the statistical arguments against extending the scope of imputation 
seem overwhelmingly strong, it must be admitted that the restriction of the 
estimates substantially to money transactions limits their significance in certain 
contexts. For example, the fact that the unpaid activities of housewives are 
excluded from the national income will vitiate in some degree any comparison 
between different countries or different periods if the amount of work done by 
housewives is substantially different. Thus, when more housewives go out to 
work this increases the national income and product but no allowance is made 
for any accompanying loss of their services in the home.

Another example may be found in the treatment of consumers’ durable goods 
such as motor cars, washing machines or pianos. It would be theoretically
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The conceptual framework

possible to include in production the services rendered by such goods over the 
period of their useful lives, which is often many years. In this case the owner of 
these goods would be regarded as a producer and it would be necessary to impute 
a hire charge to himself as user in the same way as for owner-occupied houses. 
Although such goods are sometimes rented, there is little basis for estimating 
such a charge, and no imputation is made. The boundary of production is 
drawn where the goods are handed over to the buyer, and in effect their con
sumption is supposed to take place immediately. The disadvantages of this pro
cedure are obvious. People may temporarily reduce their purchases of durable and 
scmi-durable goods, such as cars, washing machines and clothing, to a com
paratively low level without reducing correspondingly their actual use of such 
goods. The wearing out of existing goods is not fully replaced. In such circum
stances, the figures for consumption, being restricted to new acquisitions, may 
give a very misleading impression of the reduction in the standard of living of 
consumers. These are among the limitations which should always be remembered 
in interpreting national income statistics.

FORMS OF I N C O M E

The national income includes only those incomes, whether individual or cor
porate, which arise from economic activity. Excepting income from abroad, 
such incomes are those arising from domestic production of goods and services 
and arc described as factor incomes, since they are regarded as the earnings o f 
factors of production. The classification of factors of production presents a 
good many difficulties in economic theory. Economic activity, or production, 
results from the combination of factors of production in various ways. The 
classification of factor incomes is dictated by convenience rather than by purely 
theoretical considerations.

In the broadest sense, factor earnings may be described as earnings from work 
and the use of property, or as employment income and profits. Employment 
income includes wages and salaries and the pay of the Forces; it is taken to 
include also certain supplements to employees’ incomes such as contributions 
made by employers to national insurance and to superannuation schemes. The 
term profits includes all surpluses from trading, that is, any excess of operating 
receipts over operating expenses, by any producing enterprise whether publicly 
or privately owned. For traditional and statistical reasons ‘rent’—the operating 
surplus derived from the ownership of land and buildings—is separately classi
fied, although it differs little from any other form of profit.

The distinction between employment incomes and profits cannot be made in 
the case of incomes of persons working on their own account or in partnership; 
such incomes arc therefore separately classified as income from self-employment. 
In practice, it is possible to distinguish profits only in the case of ‘impersonal’ 
enterprises. These can be subdivided between privately owned corporate enter
prises (companies), public corporations (chiefly the bodies administering the 
nationalised industries) and other publicly owned trading enterprises.

The forms of income comprising the national income, as presented in tho 
United Kingdom statistics, arc given below. But the classification is not one 
that allows any precise division between the earnings of different kinds of factors 
of production.

r'



,9

IL..,.
:'i'l.v*.«

.1•-\=,M ,V/»
5  1*̂
\ - l l .

.* ;' I«<
«, :i -.•a! ♦J.

. ‘>j
'ft'
&71̂  .<ti='

Lv-J
'* ««

10 The conceptual framework

Income from employment:
wages
salaries
pay of the Forces
supplements to employment income (employers* contributions)

Income from self-employment: a mixture of employment income and 
profit income

Profit incomes from domestic production, earned by: 
companies 
public corporations 
other public enterprises

Rent
Property income from abroad
less Property income paid abroad

The total of these incomes, after deducting stock appreciation and capital 
consumption, is the national income. The national income does not include any 
gains from the appreciation in value of assets, in particular, the appreciation of 
producers* stocks and work in progress (see page 17). Nor does it include gains 
from running down the value of fixed assets and not replacing them (capital 
consumption, see page 16).

THE C L A S S I F I C A T I O N  OF F I N A L  E X P E N D I T U R E

Four groups of economic entities which buy goods and services produced in the 
United Kingdom may be distinguished:

United Kingdom private households and organisations 
United Kingdom producers, or trading concerns 
United Kingdom public authorities 
Non-residents of the United Kingdom.

Consumers' expenditure
Private households or individuals buy all sorts of things—food, hair-cuts, 
clothing, motor cars—for their own private use and enjoyment. Since it was 
decided, for the reasons given above, that (except for houses) it is impracticable 
to measure the services rendered by consumers* durable goods over their useful 
lifetime, the value of consumers’ expenditure must be computed at the point 
where the goods and services are handed over to the consumer. The purchase 
of these goods and services constitutes ‘personal expenditure on goods and 
services’ or, for short, consumers' expenditure. Also included in this category is 
the expenditure of associations of householders or private non-profit-making 
organisations serving persons, for example, clubs, charities and universities.

The acquisition of houses and land is not included in consumers* expenditure. 
Houses are regarded as productive assets, the house owner being therefore a 
producer. As mentioned above, the owner-occupier is regarded as a producer 
who sells the services of his house to himself at an imputed rent and the imputed 
rent is included in consumers’ expenditure. Land also is a productive asset from 
which the owner may receive a rent income.
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Producers' purchases
Next may be considered the purchase of goods and services by producers, 
whether companies, unincorporated businesses, public corporations or other 
public trading bodies. Most such purchases are of goods and services for use in the 
course of production, for example the flour bought by bakers for use in the pro
duction of bread. In such cases the purchase is regarded as an intermediate and 
not as a final purchase (as pointed out on page 3). The ultimate purpose both of 
producing the flour and of using it in the bakery is the production of bread for 
sale to the consumer; it is only at this stage that final expenditure is measured. 
Although these intermediate transactions are eliminated in estimating the 
national aggregates of final output and expenditure, the study of the changes in 
inter-industry transactions in intermediate goods and services is of great impor
tance and interest. Some of these transactions are shown in tables in the Blue 
Book which display the inter-relationships between the inputs and outputs of 
the principal industries and the effects on different industries of changes in final 
expenditure.

Not all purchases of goods and services by producers, however, are for use in 
current production. Firstly, the producer may buy buildings, machinery, vehicles 
or plant which will give services to production over a number of years. This form 
of expenditure is described as fixed capital formation. To the extent that it 
exceeds the wearing out or depreciation of existing assets, it represents an addi
tion to wealth and is described as net fixed capital formation. As already pointed 
out, (on page 6), in the official United Kingdom statistics attention is concen
trated on gross fixed capital formation. Secondly, goods of the same kind as the 
materials used in production may be bought in excess of the amount currently 
used. In this case the producer’s stocks of materials, his assets, will rise; he is 
adding to wealth or investing by capital formation in stocks. His assets may also 
be increased by additions to his stocks of unsold finished goods and by additions 
to work in progress, which are included in this form of expenditure.

Both these forms of expenditure by producers, capital formation in fixed assets 
and in stocks, form part of gross national expenditure because they add to wealth. 
By definition all capital formation is made by producers, since consumers 
are assumed in effect to use up goods and services as soon as they buy them. 
Thus they cannot accumulate stocks and the existence of consumers’ durable 
goods other than houses is neglected. The purchase of new houses forms part of 
fixed capital formation because the houses are regarded as productive assets.

Public authorities' expenditure
Another group of purchases of goods and services is formed by the expenditure 
of public authorities, that is, the central government and local authorities. In the 
course of organising collective services, such as defence, justice, health and 
education, the public authorities purchase the services of their salaried officials, 
and many goods such as aircraft, office furniture, hospital equipment and text
books. The services to the public which result from these purchases are rendered 
free, or nearly free, and so do not appear in consumers’ expenditure. Nevertheless 
it is clearly desirable that, in reckoning the national income, the work done by 
teachers, judges, etc., as well as by those who make the necessary equipment for 
their work, should not be excluded. This may be achieved by regarding public 
authorities as collective bodies providing free public services for collective con
sumption by the community. Since these services of public authorities are not
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12 The conceptual framework

sold, they can be valued in money only by adding up the money spent by the 
public authorities in buying the services of teachers, health service employees, 
the Forces, and other public servants, together with the materials used (military 
equipment, blackboards, the rent of buildings, drugs, paper, etc.).

In the same way, public authorities’ expenditure on fixed assets, such as 
buildings or fire engines, is part of national capital formation. However no 
account is taken, because of lack of information, of any additions to their stocks 
of consumable stores apart from strategic stocks and stocks held by government 
trading enterprises. It should, however, be noted that purchases of military 
equipment, however durable, are not regarded as capital formation; nearly all 
defence expenditure is treated as current expenditure—as consumption in a wide
sense.

A more difficult problem is the treatment of government services which are 
services not to the citizens as ultimate consumers (for example of food, defence 
or justice) but to producers, for example advisory services for industry, or that 
part of the expenditure on the maintenance of roads which might be regarded as 
serving industry. It has been argued that services of this kind should be regarded 
as intermediate products and so excluded from final expenditure. Such a treat
ment would involve the complications of estimating the benefits received by 
various industries and it is not adopted in the United Kingdom statistics.

The argument that some government services are of the nature of intermediate 
rather than final products may indeed be pressed further. Although it appeals to 
common sense to regard publicly provided education, or parks and museums, 
or the health service as final products comparable with similar goods and services 
normally paid for in cash, yet the case is not so clear with some other govern
ment activities. For example, the services of civil servants engaged in drafting 
legislation might well be regarded as essentially an intermediate service required 
for the functioning of the present economic system. The whole apparatus of 
defence might be regarded in the same light. If this view were accepted, a large 
proportion of government activity would not feature directly as final output or 
final expenditure at all, although it might be considered as part of the cost of 
production of all other goods and services. In practice, however, there seems to 
be no generally acceptable way of drawing the line between ‘final’ and ‘inter
mediate’ forms of government activity, and all government activity is therefore 
treated as final. Sufficient detail is provided to enable the reader to distinguish 
between those activities which he might wish to regard as genuine final activities 
and those which he would prefer to treat as intermediate, or as what have been 
described as ‘regrettable necessities’.

Exports and imports
The treatment of international transactions in the estimation of national expen 
diture has already been described on pages 3 to 5.

To sum up, the categories of final expenditure are classified as follows:

Consumers’ expenditure on goods and services
Domestic fixed capital formation (gross or net)
Capital formation in stocks and work in progress
Current expenditure by public authorities on goods and services
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Exports of goods and services and income from abroad 
less Imports of goods and services and income paid abroad 

the total being equal to National expenditure (gross or net).

VALUATI ON p r o b l e m s :
MARKET PRICES AND FACTOR COSTS

The various forms of final output, considered from the point of view of the 
purchasers, are most appropriately valued at the prices which the purchasers 
actually pay, the import content being deducted as a single total from the sum 
of the various expenditures. The aggregate value of the goods and services con
sumed or added to the nation’s wealth will not in general, however, be equal to 
the sum of factor incomes arising from production. The final expenditures as 
recorded cover any taxes on expenditure (broadly, what are generally known as 
indirect taxes, such as Customs and Excise duties) imposed on the goods and 
services concerned. Such taxes on expenditure are paid at one stage or another 
by the producers or merchants (for example, import duties paid by the importer, 
purchase tax paid by the wholesaler). Again, the prices paid by the final user 
fail to cover the total factor incomes if the producers receive a government 
subsidy (for example, the subsidies, deficiency payments or guaranteed prices 
paid in respect of many farm products). Such taxes and subsidies are reflected in 
the final or market price paid by the purchaser. But taxes accrue to, and subsidies 
are paid by, the government not the producer, and cannot be identified with any 
specific goods or services which the government provides or receives in return. 
Thus although indirect taxes form part of producers’ costs, they do not form 
part of the income of factors of production. Similarly, although subsidies form 
part of the income of factors of production, they do not form part of the prices 
which the final purchaser pays.

There arc therefore two different ways of valuing national expenditure and the 
national product; at market prices, including all taxes on expenditure, subsidies 
being regarded as negative taxes, or at factor cost, representing only the sum of 
the incomes of factors of production. The two methods lead to different totals 
which may also show different movements over time.

In the official statistics for the United Kingdom, the national product is usually 
expressed at factor cost in the sense that it is the sum of domestic factor incomes 
plus net income from abroad. The components of national expenditure are 
shown at market prices, the basis on which the statistics arc naturally compiled. 
Total national expenditure is shown at factor cost, the estimate at factor cost 
being arrived at by deducting taxes on expenditure from, and adding subsidies 
to, the estimates of total national expenditure at market prices. National expen
diture at factor cost is thus identical with the sum of domestic factor incomes 
plus net income from abroad, and with national product at factor cost.

Some authorities prefer to express the aggregate national product and national 
expenditure at market prices. For example, international recommendations 
suggest that ‘It is more useful to reserve this abbreviated expression [gross 
national product] for the gross national product at market prices’ 4̂) and the 
United States follows this procedure in published tables. And although in the

Standardized System o f National Accounts, Organisation for European Economic 
Co-operation (Paris, 1959).
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14 The conceptual framework

United Kingdom tables the main emphasis is on the aggregates at factor cost, 
market price aggregates are also shown in the Blue Book.

Both methods of valuation have their uses and both are well established bv 
tradition. Broadly speaking, the justification of market prices is that they repre
sent the relative value to the individual of different goods and services, on the 
usual assumption that the price paid for each commodity is proportional to its 
marginal significance. Thus an increase in the domestic product at market prices, 
other things being equal, can be regarded as indicating prima facie an increase 
in the ‘economic welfare’ of the community. On the other hand, valuation at 
factor cost displays the composition of national product or expenditure in terms 
of factors of production employed, the contributions of the factors being 
measured by the incomes that they receive. Valuation at factor cost may there"̂  
fore be useful in connection with problems of the allocation of resources. The 
choice between the two presentations thus depends on the purpose for which the 
statistics are used.

Although no serious statistical problem is involved in estimating the total of 
taxes on expenditure or subsidies, their allocation between the different industries 
contributing to the national product, and between the different goods and 
services making up national expenditure, presents substantial difficulties of 
estimation in certain cases. The allocation of such taxes and subsidies to each 
industry is somewhat arbitrary and in the United Kingdom statistics the contri
bution to national product is shown as the sum of factor incomes. However, the 
taxes and subsidies are allocated between the different categories of final expen
diture. Since the incidence of some of these taxes (for example, the tax on petrol 
used by business, or local rates on business premises) is spread in indeterminable 
proportions over most goods and services, the adjustment to factor cost cannot 
be carried through in full detail and is necessarily somewhat arbitrary even for 
the broad groups in which final expenditure is shown.

The justification of each method of valuation is subject, however, to many 
qualifications which seriously limit the significance of the conclusions to be 
drawn from the statistics. Valuation at market prices would provide a measure 
of changes in ‘economic welfare’ if final products whose market prices are equal 
contributed equally to welfare. But the presumption of any such equality is 
clearly open to doubt when any actual comparison is attempted between different 
periods or countries. It is distorted by differences in the distribution of income, 
by differences in taste, and by the difficulty of comparing the increments of 
welfare resulting from equal increments of government expenditure, consumers’ 
expenditure, and investment. Hence if any considerable change occurs in these 
elements of the economic structure, it is difficult to conceive of statistics of 
national income affording in any precise sense a measure of economic welfare.

National income statistics are widely used as measures of national productivity, 
or for problems connected with the distribution of resources. But the factor 
cost measure, which is relevant to the consideration of these problems, also has 
im porter limitations. The relative rewards of factors of production in different 
industries or at different times are influenced by the degree of monopoly and bv 
limitations on the free movements of factors. Moreover the existence of taxes 
and subsidies placed on the use of particular factors of production, or on com
modities incorporating the factors, necessarily influences their relative cost to
the producers employing them and thus the distribution of factors between 
different uses.
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These qualifications are introduced to show that the meaning to be attached 
to the aggregate of national income, product or expenditure is essentially arbi
trary and limited. The comprehensiveness of the aggregates is limited by con
venience and convention; the valuations placed on goods and services are 
monetary values determined in imperfect markets and even if adjusted to 
constant prices, do not provide precise measures of changes either in welfare or 
in productivity. Nevertheless, the significance of the broad trends shown by the 
aggregates is often unmistakeable. Moreover, the interest of national income 
statistics lies also in the detailed analysis of transactions; although only limited 
significance can be attached to the aggregates, yet the components from which 
these aggregates are built up are, for the most part, actual money flows repre
senting the main currents of economic activity. This emphasis on the relation
ships between the various parts of the economy is the basis of the national 
accounting approach, described in the next chapter.

T H E  D E F I N I T I O N  OF T H E  N A T I O N

National aggregates
So far, little indication has been given of what is meant by the United Kingdom, 
in describing the way in which its national income is compiled. Broadly, the 
national income, product and expenditure are the income, product and expen
diture of those persons, enterprises and institutions which are regarded as 
United Kingdom residents. Most of the national income or product arises from 
economic activity within the United Kingdom, but some income accrues to 
United Kingdom residents as a result of economic activity abroad or property 
held abroad, while some income arising in the United Kingdom is paid to non
residents. For example, the income originating within the United Kingdom 
includes the profits of companies which arc subsidiaries of overseas companies; 
these profits are part of property income paid abroad, and are not part of the 
national income of the United Kingdom. National expenditure differs from 
expenditure within the United Kingdom by including expenditure on exports 
and excluding expenditure on imports.

The definition of ‘residents* is discussed on pages 436 to 438. For the moment, 
two important points may be noted. In the first place. United Kingdom residents 
include some persons whose economic activity is in fact carried on abroad. 
Thus the United Kingdom product includes the activity of ships and aircraft 
owned in the United Kingdom and of members of the Forces and govern
ment officials stationed abroad. Similarly, work done by members of other 
countries’ Forces, or staffs of embassies stationed in the United Kingdom, 
is not included. Secondly, a problem arises in applying criteria of residence to 
business enterprises which operate abroad. The principle followed here is to 
regard such enterprises as divided into two parts, whether or not this conforms 
with the actual organisation of the enterprise: an overseas branch or subsidiary 
which is resident overseas and a head office which is resident in the United 
Kingdom. The profit earned by the overseas branch or subsidiary is regarded as 
originating overseas but accruing to the head office in the United Kingdom and 
is part of property income from abroad, whether or not it is remitted to the 
United Kingdom. Unremitted profits form part of net investment abroad.
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16 The conceptual framework

Domestic aggregates
Domestic income and product is the value of goods and services produced by 
United Kingdom residents. It may be regarded as the income from economic 
activity of United Kingdom residents, as opposed to their income from property 
held abroad. The profits of branches and subsidiaries of overseas companies 
which are resident and operate in the United Kingdom are included; these 
branches and subsidiaries are the ‘property’ of their head offices overseas and 
their profits form part of property income paid abroad. Except in so far as the 
economic activity of some United Kingdom residents is in fact carried out 
abroad (examples are given above) domestic income is the income originating 
from economic activity in the United Kingdom.

Domestic product differs from national product by the amount of net property 
income from abroad. In the standardised system of national accounts prepared 
by the United Nations, the definition of the difference between domestic and 
national product is slightly different from that in the United Kingdom accounts. 
Domestic product is there defined as the income from economic activity rendered 
to resident producers. This includes the income paid to foreign residents working 
for United Kingdom resident producers and excludes the income paid to United 
Kingdom residents who are working for non-resident producers. In the United 
Kingdom accounts, income from employment is included in domestic income 
if the employee is resident, whether or not the producer for which he is working 
is resident. For the United Kingdom the difference in definition is small and the 
effect on the accounts is negligible. The treatment in the national accounts is 
consistent with that in the balance of payments accounts.

The term domestic expenditure is used to describe final expenditure by United 
Kingdom residents, both consumers and producers. It comprises consumption 
by persons and by public authorities and domestic capital formation. It thus 
differs from domestic income or product by the inclusion of imports and the 
exclusion of exports.

M A I N T A I N I N G  C A P I T A L  I N T A C T

The national income may be measured by the nation’s consumption plus any net 
increase in its assets or wealth. The measurement of changes in the nation’s 
wealth raises two problems, rather similar in character, which cannot be avoided 
in even the most summary presentation of the statistics. These are the problems 
of valuing the consumption of fixed assets, or depreciation, already referred to 
above, and of valuing the change in assets in the form of stocks and work in 
progress—the problem of ‘stock appreciation’.

Capital consumption
It was pointed out above that the national income and the change in wealth can
not be measured unless allowance is made for the gradual wearing out by use and 
obsolescence of the nation’s fixed assets; and that the estimates given in the 
United Kingdom official statistics give precedence to gross concepts which do 
not purport to allow for the using up of capital assets. The difficulty arises from 
the fact that the cost of using fixed capital obviously cannot be measured 
directly; it is not represented by actual transactions.

In business accounting, this unrecorded element in current costs of production 
is met by provisions for depreciation. However, such provisions are generally
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not of the kind needed for national income accounts. They are frequently made 
by reference to the original cost of the asset; that is they provide for the setting 
aside of the original money outlay during the assumed life of the asset. Such 
provisions are comparable to the amortisation of a debt, rather than to a measure 
of the extent to which the assets are used up in each year. This is, indeed, the only 
approach possible if precise figures are required. Only in long periods of stable 
prices would the aggregated depreciation provisions be adequate for measuring 
capital consumption.

For the national accounts it is essential that the current charge for the use of 
assets should be calculated in terms of current prices, the prices at which other 
transactions in the accounts are measured. Capital consumption allowed for in 
estimating net national product must be related to the current value of resources 
used up in production. During or after a period of substantial changes in prices, 
the provisions made by business accounting become inappropriate for national 
income measurement. Valuation at current prices is the only way of securing 
internal consistency between the cost of using capital and other current costs of 
production; it is also the only way of treating consistently the uses of different 
kinds of assets.

The estimates of capital consumption arc described in Chapter XII. They are 
based on broad assumptions about the expected lives of capital assets and their 
pattern of utilisation. It is rarely feasible to take account of changes in expec
tation of life on account of obsolescence and no allowance has been made. 
Assets have been assumed to render their services in equal amounts in each year 
of their life—the ‘straight line' basis of depreciation.

Stock appreciation
The second problem arises in measuring the change in national wealth repre
sented by changes in stocks. The concepts adopted for the measurement of 
national income and wealth require a measure of the change in stocks valued 
in the same way as other transactions in the system, that is at the prices of the 
period concerned. Business accounting methods, which provide most of the 
statistics actually used for reckoning incomes and changes in stocks, adopt a 
convention which results in a rather different valuation in times of substantial 
changes in prices. In this case, however, it is possible to make a rough adjustment 
for the difference between business accounting methods and the objectives of 
national income measurement.

In the measurement by normal accounting methods of the profit earned by a 
trading enterprise in a given period, the stocks taken over from the preceding 
period arc treated as a purchase, while the stocks handed on to the following 
period are treated as a sale. As a result, any increase in the value of stocks 
between the beginning and end of the period will enter into the accounting profit, 
along with the excess of sales to outsiders over the sum of purchases from 
outsiders, payments to labour and depreciation charges. Expenditure during the 
year in purchasing materials is allowed as an operating expense only to the 
extent that the money value of stocks and work in progress at the beginning of 
the year is maintained. Any increase in stocks resulting from purchases in excess 
of this will appear as a form of investment.

If this definition of profit were accepted in national income measurement, it 
would mean that any increase over a year in the money value of stocks would be 
treated as ‘adding to wealth', even if the physical volume of stocks remained
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18 The conceptual framework

constant. But for a measurement o f income and stock changes consistent with 
the other flows dealt with in the system o f national income statistics it is desirable 
that ‘additions to wealth’ should include only additions to wealth arising from 
the economic activity of the period; any increase in the physical volume o f stocks 
should be included, but not an increase in the money value of stocks due to a 
rise in the prices at which stocks are valued. The effect o f normal accounting 
methods is that in times of rising prices the money value of stocks increases by 
more than the physical volume valued at the prices o f the year, and book profits 
thus incorporate an amount which from the present point o f view must be 
regarded as a capital gain, not as income. The difference is described as stock 
appreciation. In reckoning the national income, product and expenditure, the 
estimated amount of stock appreciation is subtracted from the estimate of 
incomes and stock changes derived from accounting data. The stock change, 
after this adjustment, is described as the value o f  the physical increase in stocks. 
If prices are rising, stock appreciation is positive; if prices are falling, it is 
negative.

The estimates of stock appreciation are described in Chapter XIII, where there 
is a fuller treatment o f this problem. The estimates o f stock appreciation are 
only hazardous approximations and cannot be presented in much detail. Hence 
the adjustment is shown only for the major sectors o f the economy. Further, 
the unadjusted accounting data o f profits are more appropriate for many kinds 
of economic analysis than the adjusted data which represent more nearly the 
national income concepts. The unadjusted data are closer to profits as normally 
reported and have their influence on business policy; for interpretation and pre
diction of trends, the unadjusted data may prove more valuable than the adjusted 
estimates. Hence, wherever possible, both sets of data are provided.
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Chapter II

The Framework of National Accounts

The main object o f Chapter 1 was to explain the general significance o f  the 
concept o f total national income and the relationship between the three ways 
of regarding it—as a sum of incomes, o f expenditures or o f products. It follows 
that the statistics can be presented in the form o f a balanced account, showing 
for example the various kinds o f national expenditure on one side o f  the account, 
and the forms o f income on the other, the two parts adding to the same total.

A natural extension o f this method o f presentation o f an account for the 
economy as a whole is to show balanced tables, or accounts, summarising the 
transactions o f particular groups or entities within the economy. Thus the 
economy can be divided into branches or sectors and a set o f accounts presented 
for each. The accounts for a sector represent a significant grouping o f trans
actions displaying one aspect only o f the economic activity o f the nation. They 
thus stand between the accounts o f aggregate national income and expenditure 
on the one hand and, on the other, the accounts which are, or could be, drawn 
up by enterprises or individuals for their own purposes. The principal advantage 
of such a framework is that it displays the relationships between the ditferent 
parts o f the economy, and the different forms o f economic activity, in a way 
which the statistics o f  aggregate national income and expenditure alone cannot 
do. The organisation o f the statistics into a set o f  national accounts is the 
framework on which is built the presentation o f the statistics for the United 
Kingdom in the Blue Book.

The division o f the economy into sectors is a primary feature o f a national 
accounting system. There are various ways in which the economy may be 
divided. The essential elements, however, are; a personal or household sector 
serving primarily to display the transactions o f members o f the community in 
their capacity as final consumers; a sector, the accounts o f which record the 
transactions o f productive whether publicly or privately owned; a
sector for the transactions o f the organs o f  government^ both central and local, 
with the rest o f the economy; and a sector, which may be described as the 
overseas sector or the rest o f  the norldy the accounts for which record inter
national transactions, that is transactions between residents and non-residents. 
The boundaries o f some o f these sectors may be drawn in various ways, and these 
essential sectors may be subdivided in greater or less detail.

A national accounting system requires, also, a method o f classifying trans
actions which can be applied consistently to the various forms o f economic 
activity. This introduces into the statistical method the kind o f discipline and
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20 National accounts

order necessary in commercial accounting, although the principal consideration 
m the classification o f transactions for national accounting must always be to 
serve the purpose o f economic analysis.

There are two points o f view from which transactions are classified. In the 
first place, different types o f account are established, each corresponding to a 
particular kind o f economic activity. Thus all economic activity and all trans
actions can be regarded as relating to one of three headings; production, con
sumption and adding to wealth. A production account records the transactions 
involved in the production and supply o f  goods and services. A consumption 
account (or income and expenditure account) records the current expenditure 
out o f the income generated in production or received by transfers. An account 
for adding to wealth (or capital account) records the use o f the savings derived 
from an income and expenditure account.

Secondly, all transactions can be divided between requited payments made for 
the supply o f goods or services including the services of factors o f production, 
or for the transfer o f  financial assets; and unrequited payments or transfers' 
such as taxes on income or capital, grants and gifts. The importance o f this 
distinction is that only the requited payments enter into the national income and 
expenditure as defined above; the transfer payments represent a redistribution 
of the national income without adding to its total. Transfer payments thus 
appear only in the accounts for the individual sectors of the economy and not 
in the aggregate national income and expenditure. For example, the income of 
the government, regarded as an administrative apparatus and excluding its 
trading activities, consists wholly o f transfer payments and does not appear in 
the national income.

The choice o f sectors, the content o f the accounts displayed, and the classifi
cation o f transactions can be varied, and there are in fact significant differences 
between the systems used in different countries. The methods used in the United 
Kingdom are described below.

D E F I N I T I O N  OF THE SECTORS

The sectors should be so defined that each constitutes a group of entities similar 
to one another in general characteristics affecting economic behaviour. Any 
grouping is bound to involve some loss o f detail; the practical objective is a 
reasonable compromise between a mass o f particulars and a grouping so broad 
as to obscure important differences. In practice the scope for possible multipli
cation of sectors is restricted by the extent o f available information to a 
narrower range than might seem desirable.

The main sectors into which the United Kingdom economy is divided are: 
Personal sector 
Corporate enterprises:

Companies 
Public corporations 

Public authorities:
Central government 
Local authorities 

Overseas sector
A separate chapter o f this book deals with each of these sectors.

For some purposes a consolidation of the central government’s transactions 
with those o f local authorities is appropriate, and the combination of these two
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tr>

1  , *

y



®‘‘>'Ollgh (k .

be'Q tran̂ aM- ■ JO

^̂'ablished i" '' ''“'ified i,,,

records the cnrret“ ’“ "®'’‘'°"  
“  “̂ cived bv ' « > c r e“  ' “ 'i'-cd by t , ;  ^

” S £ : x r ' .
: “ 7 “ited payments or S «
' M d giAs, The importajce of thb 

cater into the national income and
payments represent a redistribution
' total- Traosfer payments thus 

sectors of the economy and not 
idiUire. For example, the income of 
rative apparatus and excluding its 
r  payments and does not appear in

accounts displayed, and the dassifi- 
ere are in fact significant differences 
ies. The methods used in the United

ividfd are*

se se cw « ,. ,^,„sjciioni

e c e n t» '_ t„ b in a tic «
: and tbc c«®•'J

f f

National accounts 21

sectors is referred to as ‘public authorities’. For example, in analysing expendi
ture on the social services, the combined expenditure o f all public authorities 
needs to be considered. Again, local authority rates are an important part of 
total taxes on expenditure. But the importance to economic activity o f the policy 
decisions, especially of the budgetary decisions, of the central government 
justify its separation as a sector and the separate presentation o f its accounts. 
The public authorities sector is the sector described as ‘general government’ in 
the system of national accounts prepared by the United Nations'l^

For other purposes again, it is appropriate to group public corporations with 
public authorities and draw a distinction between the private and public sectors
of the economy:

Private sector:
Personal sector 
Companies 

Public sector:
Public corporations 
Central government 
Local authorities 

Overseas sector
Although the public corporations are productive enterprises and are run largely 
independently of the government, their financial affairs are interlocked with 
those of the government and their policy is affected by political and social con
siderations which do not have the same significance for privately owned pro
ductive enterprises. Sections of the Blue Book give tables summarising the trans
actions of public authorities and the public sector, and these tables are described 
in a separate chapter of this book.

A slightly different division of sectors is also necessary for the analysis of 
financial flows, when the activities of financial intermediaries and those providing 
financial services need to be distinguished from those of other productive enter
prises. The division of sectors then used in the United Kingdom accounts is: 

Personal sector
Industrial and commercial companies 
Financial companies 
Public sector 
Overseas sector

No attempt is made at present to distinguish the activities of financial inter
mediaries within the personal sector, such as stockjobbers and brokers. Financial 
companies arc further sub-divided into:

Banks
Other financial institutions

and, on occasion, other financial institutions are further subdivided to show 
separately the transactions of insurance companies and superannuation funds.

Personal sector
The accounts for the personal sector record primarily the transactions of house
holds and individuals considered as final consumers. The transactions of the 
other domestic sectors also record, in the last resort, the economic activities of 
individuals, but of individuals acting as members of collective enterprises and

> M System o f National Accounts and Supporting Tables, United Nations (New York, 1964).
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22 National accounts

institutions. In practice, however, it is impossible to isolate entirely the trans
actions of households and individuals as such, and the personal sector includes 
certain other elements.

The income of the personal sector necessarily includes the whole income (after 
deducting trading expenses) of self-employed individuals such as farmers, pro
fessional people and individual traders and partnerships. It would be prefer
able, of course, to separate the transactions of such unincorporated businesses 
from the purely personal transactions of their proprietors. Indeed, in every 
unincorporated business for which adequate books are kept (especially for 
partnerships), some attempt is made to distinguish between the income taken 
out of the business by the proprietor or the partners and the income retained in 
the business. In practice, it is impossible to obtain comprehensive data, or even 
reliable sample data, which would make such a division possible in the national 
accounts. But even if accounting data were available, it is open to question 
whether the resulting division between ‘distributed’ and ‘undistributed’ income, 
which must rest on an inherently arbitrary statement of transactions within the 
business, would have real significance for economic analysis. Consequently, the 
saving of self-employed persons, which is a substantial element in the total 
saving of the personal sector, necessarily includes an indistinguishable amount 
of saving reinvested in the business by the proprietor which, in the case of a 
company, would be regarded as undistributed profit. This extension of the 
personal sector affects primarily the capital account. The current expenditure of 
the personal sector is very close to what would normally be understood as 
personal or consumers’ expenditure; but its capital account includes a substan
tial element of productive, or business, transactions.

The personal sector also includes private non-profit-making bodies serving 
persons, such as universities, certain private schools, churches, charities and 
social clubs. It would be preferable to treat these bodies as a separate sector 
but the necessary information is not available; failing this, they must be regarded 
as ‘collective persons’. Further, the life funds of life assurance companies and 
the funds of occupational superannuation schemes are regarded as the collective 
property of the policy holders and members of the schemes. Again, a number of 
items in the personal sector accounts are affected and alternative treatments 
might be adopted. A separate account for these funds is given in the Blue Book.

Companies
Companies are privately controlled corporate enterprises resident in the United 
Kingdom. Together with public corporations, they comprise the bulk of pro
ductive enterprises. The remaining productive enterprises consist of unincor
porated businesses, which are included in the personal sector, and trading enter
prises within the central government and local authority sectors. A separate 
sector is established for companies, rather than for all privately owned produc
tive enterprises, because of the difficulties described above in distinguishing 
between the business income and personal income of proprietors of unincor
porated enterprises.

The company sector includes some productive enterprises which provide 
financial services and act as financial intermediaries. In analysing the financial 
transactions of the various sectors it is necessary to separate the transactions 
of these intermediaries and the company sector is therefore divided between 
industrial and commercial companies and financial companies. Financial
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companies comprise companies within the industry classification ‘Insurance, 
banking and finance' with the exception of property companies, which deal in 
physical assets rather than financial assets. They are divided into three groups:

(a) Battking sector. This sector comprises the United Kingdom offices o f three 
main groups of banks: deposit banks; accepting houses and overseas banks; 
and the discount market. They are distinguished from other financial institutions 
mainly because deposits with them are regarded as forming part of the money
supply.

(b) Insurance companies and superannuation funds. Although the life funds of 
life assurance companies and the funds of superannuation schemes arc regarded 
as the collective property o f their policy holders and members o f the schemes 
within the personal sector, the various financial transactions of the funds are 
attributed to financial companies. The net increase in the funds, which is part of 
the saving o f the personal sector, is regarded as a financial asset o f the personal 
sector and a liability of the company sector, which provides funds for companies 
to invest. These financial transactions arc a very important part of the total 
transactions of financial companies and are therefore shown separately in some
tables.

(c) Other financial institutions. These comprise the remaining financial 
companies.

Public corporations
Public corporations have controlled a sizeable proportion of the United King
dom economy since the nationalisations of 1945-1951. They differ on the one 
hand from companies in that they are not privately controlled and their aims 
may not include the maximisation of their profits. They differ on the other hand 
from public trading departments in their relative financial independence and 
freedom from detailed control by the government. However, the distinction 
between public corporations and other public enterprises is not always clear- 
cut; for example, the Atomic Energy Authority might have been regarded 
as a public corporation rather than as part of the central government. There 
have also been some changes in classification, notably that of the Post Office in 
April 1961 when its financial arrangements were altered. Changes in the scope 
of the company sector and the public corporations sector as a result o f successive 
acts of nationalisation and denationalisation must be kept in mind; for some 
purposes it is more appropriate to combine the two sectors. A list o f public 
corporations is given in the annex to Chapter VIII.

Central government
The central government sector is defined in a wide sense. Besides the various 
departments of the government of the United Kingdom and the Northern 
Ireland government, it includes various funds for which separate accounts are 
kept. In particular, it includes the National Insurance Funds, of which the 
income and expenditure are determined by the central government. It also 
includes a number of publicly constituted boards and the like, which, while not 
government departments in the ordinary sense, are financially dependent upon 
and effectively controlled in major matters by the government. Important 
examples arc the regional hospital boards and the Atomic Energy Authority.
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24 National accounts

Also included are certain productive or trading enterprises financed directly 
from the accounts of the central government, such as the Forestry Commission 
and the Royal Ordnance Factories.

Local authorities
This sector consists of all local government authorities which have power to 
raise funds by means of rates or levies. It includes all levels of administrative 
authorities and also local authorities with special functions such as river boards, 
water boards and so on. The trading activities of local authorities are included 
in this sector. By far the most important is the provision of housing, but there 
are also other trading activities such as water supply and passenger transport.

Overseas sector
The accounts for the rest of the world cover the transactions of non-residents 
with residents of the United Kingdom. The detailed definition of residents is 
discussed on pages 436 to 438. The accounts for this sector are essentially the 
transactions shown in the balance of payments accounts.

Other subdivisions
It will be realised that each of these sectors represents a very large and not in 
fact wholly homogeneous group of individuals, enterprises or institutions. Much 
further subdivision can be imagined, and could usefully be presented in a syste
matic way were the information available. For example, it would be highly 
desirable to divide the personal sector between income groups or by social class 
and to separate the private non-profit-making bodies serving persons. Again, the 
company sector might be divided between large and small firms or between 
quoted and unquoted companies. National accounts could also be devised for 
particular geographical areas. The overseas sector could be divided by regions, 
in a similar way to the analysis of the official statistics of the balance of payments.

Productive enterprises may be divided by industry, and a good deal of industry 
analysis is presented in the Blue Book. However, the published industrial analyses 
generally cut across sector boundaries and relate to productive enterprises in 
all sectors. Insufficient information is available to provide a complete set of 
accounts for each industry, but this is in any case generally of less interest than 
the industry analysis for all sectors combined.

T Y P E S  OF  A C C O U N T

Traditionally three main kinds of account have been used in national income 
accounting, corresponding to the three functions into which economic activity 
may be divided: production, consumption and adding to wealth. For each 
function there is a particular kind of account, and these accounts are not very 
different from the types of account used in business accounting, which are 
similarly described.

Economic function
Production
Consumption

Adding to wealth

Type o f account
Production, or operating, or trading account 
Income and expenditure, or current, or 

appropriation account 
Capital, or saving and investment account
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National accounts

The alternalive names given to the same type of account have little special signi
ficance. In addition, a fourth type of account is also included in the United 
Kingdom accounts: the financii account which deals with transactions in 
financial assets. These transactions may be included in the capital account but 
it is often convenient to show them in a separate account as they deal with 
transactions in financial assets and liabilities as opposed to physical assets.

It is formally possible to establish each of these four accounts for each sector 
of the economy and for the economy as a whole. The United Kingdom statistics 
do not provide a set of accounts which is complete in this way, both because the 
information is not available and because the accounts are not all of equal 
interest and importance. A brief description of the types of account is given 
below.

Production accowU
This account corresponds roughly to the trading account of a firm. The main 
elements on the expenditure side are the current costs of production such as 
materials, rent, cost of services, wages and salaries, and taxes on expenditure. The 
receipts side comprises principally the receipts from current sales together with 
any subsidies received and any additions to the value of stocks and work in 
progress. The balance is trading profits. All factor incomes originate on the 
expenditure side or in the trading profits shown on a production account.

The production account is clearly appropriate only to an enterprise. A pro
duction account could, however, be constructed for the personal sector or for 
public authorities as well as for the company sector and public corporations 
since, as shown above, these sectors include a certain proportion of enterprises. 
In the statistics for the United Kingdom, the only individual sector for which a 
separate production account is at present shown is public corporations, mainly 
because of lack of the necessary information for other sectors. However, the main 
table of aggregate national income and expenditure (Table 1 of the 1967 Blue 
Book) is in effect a production account for the United Kingdom as a whole. 
This table may be regarded as summarising the activity of the economy con
sidered as a giant enterprise: it shows, in consolidated form, the expenditure 
incurred on purchasing the services of all factors of production and the receipts 
in the form of sales to final purchasers (the different forms of final expenditure). 
Hence the factor incomes received by each sector may be regarded as flowing 
from the production account of the economy as a whole.

Production accounts for institutional sectors of the economy are of less 
interest than those for individual industries or groups of industries. Each sector 
includes productive enterprises of very varied kinds but the production accounts 
of enterprises within an industry are more similar and the production account 
for an industry shows up significant relationships. Input-output tables bring 
together production accounts for individual industries and show the relationships 
between them. Input-output tables are not prepared for each year as part of the 
regular national accounts of the United Kingdom, both because their pre
paration requires much detailed information and because they are not a neces
sary step in compiling the national income accounts. However, the input-output 
tables which have been published arc fully integrated with the national income 
accounts, so that the relationships can be followed through to the national 
accounts. Primary inputs (that is, those inputs which are not the outputs of 
any other industry) and final demand are defined in the same way as in the
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national income accounts and the industry groups correspond to those used in 
the national income statistics. Fully detailed official input-output tables for the 
United Kingdom have been published for only one year—1954‘2>. More detailed 
tables will be published for 1963 and the 1967 Blue Book included a summary 
input-output table for that year, a short description of which is given in Chapter 
IV. It is proposed to construct detailed input-output tables at more frequent 
intervals in the future.

Income and expenditure account
The income (or trading profits) derived from the production account of a trading 
enterprise is carried into its income and expenditure account. In the case of a 
corporate enterprise this is better described as an appropriation account, in 
which the receipts of income, both from its own production account and from 
other sources, such as investments, are shown as distributed to the shareholders, 
the debt-holders, or, in taxes, to the government. What remains, the undistri
buted profit, is the enterprise’s saving. The sectors which consist wholly of 
productive enterprises (the company sector and the public corporations sector) 
show no current purchases of goods and services on income and expenditure 
account since such enterprises are not regarded as final consumers. Their expen
diture consists wholly in the redistribution of income by transfer payments of 
interest and dividends or grants, or by taxes. The purchases of goods and 
services of a productive enterprise are wholly on production account or on 
capital account.

The analogous income and expenditure account of persons may appear 
different in content, mainly because the relative importance of the items is 
very different, but most of the entries are basically similar. Income includes the 
trading profits of unincorporated enterprises and the factor income of employed 
persons, income from employment. Some income is also received from invest
ments but in addition other current transfers, mainly grants from the govern
ment, are an important source of income. There is a big difference on the expen
diture side because persons are final consumers and the bulk of the outlay is 
devoted to consumers’ expenditure. Payments of interest are much less important 
and in the United Kingdom accounts, as often elsewhere, they are not shown as 
part of expenditure, but income from interest is estimated net of these payments. 
The other important item in expenditure is taxes and a balance of saving remains.

The income and expenditure account of public authorities brings in as income 
only a small amount of trading profits and the main receipts are taxes. The bulk 
of the outgoings consists of current expenditure on g o ^ s  and services (final 
expenditure) and transfer payments, the latter going chiefly to the personal 
sector. Again a balance of saving, which is sometimes negative, remains.

Income and expenditure accounts are drawn up for all the main domestic 
sectors in the United Kingdom statistics. Each results in an excess (or a deficit) 
of current income over current outgoings which is carried forward as a form of 
saving (or dis-saving) to the capital account.

Capital account
The sum of the saving of each sector carried from the income and expenditure 
account to the capital account represents the total of national saving available

^^'Input-Output Tables for the United Kingdom, 1954, S tu d ie s  in  O fficial S ta tis tic s : N o . 8 , 
(1961).
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for adding to wealth. The capital account for the nation as a whole shows the 
sum of saving of the several domestic sectors as a receipt, together with any net 
capital transfers received from the rest of the world. The total receipts are 
balanced by the additions to wealth, both in the form of physical assets (fixed 
assets or stocks) and financial assets, in the form of financial claims on the rest 
of the world.

The capital account for each sector shows as receipts the saving on its income 
and expenditure account, capital transfers received both from other domestic 
sectors and from overseas and financial liabilities contracted to other sectors. 
This is balanced by capital transfers paid, the increase in the sector’s physical 
assets, and financial assets acquired in the form of claims on other sectors.

It is often convenient to restrict the capital account to the acquisition of 
physical assets and to show only one net item for financial assets acquired less 
liabilities contracted. This is the balance of capital receipts over capital payments. 
Financial transactions are then shown separately in the financial account, which 
is discussed below. This practice is followed in the Blue Book for the personal 
and company sectors but the capital accounts for public corporations, central 
government and local authorities also include details of financial transactions. 
Conceptually, the sum of the net acquisition of financial assets for the domestic 
sectors is equal to the net acquisition of financial claims on the rest of the world. 
For convenience, physical assets held abroad are included with financial assets 
and the sum of the net acquisition of financial assets for all sectors is then equal 
to net investment abroad.

Finattcial account
The net acquisition of financial assets is the balance carried forward from the 
sector capital account to the sector financial account. Conceptually, the sum of 
each sector’s transactions in financial assets and liabilities is equal to this balance. 
The financial account shows the change in various financial liabilities, such as 
borrowing, the issue of securities, and trade debt; and in various financial assets 
such as loans made, deposits with banks and holdings of stocks and shares. 
Financial assets are in every case balanced by a corresponding liability. When 
the country is considered as a whole, financial transactions between residents 
cancel out and only transactions between residents and non-residents remain.

Financial assets are classified primarily according to the character of the asset, 
such as whether it is short or long-term and whether or not it is marketable, but 
the nature of the sector issuing the asset is also important and in most cases can 
be identified. Overseas assets are generally classified on a sector basis because 
of their importance in considering international capital movements. The classi
fication of financial assets is described in detail in Chapter XIV. The financial 
account for each sector shows the net transactions in each type of asset and no 
attempt is made to show the individual sectors between which the transaction 
takes place. For marketable securities the matching of individual sellers and 
buyers, who may or may not be in different sectors, is in any case largely a 
matter of chance.

The Blue Book system o f accounts
The system of sector accounts shown in the Blue Book is summarised in the
table on the next page. In addition, current and capital accounts are given for
public authorities and current, capital and financial accounts for the public 
sector.
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The system of national accounts

Table numbers relate to the 1967 Blue Book

United Kingdom

Type of account

Personal sector

Companies

Public
corporations

Central
government

Local
authorities

Production
Income and 
expenditure

Table 1 
rearranged 

as on page 62

Table 1 
with the addi
tion of current 
international 

transfers

Tables 2 
and 22 

(income and 
expenditure 

account)

Table
30‘i ‘

Table
3d>

Table 36 
(operating 
account)

Table
37d)

Tables 4 
and 41 
(current 
account)

Tables 5 
and 45 
(current 
account)

Overseas sector

Capital

Table 6

Table 23

Financial

Table 79

Table 74

Table 31 Tables 75, 
76 and 77

Table 38

Table 42

Table 46

Table 7 (international 
transactions) Table 79

‘1‘Appropriation account.

A single account is given in the Blue Book for international transactions, com
bining elements of a production account (imports and exports of goods ^ d  
services which generate factor incomes in the rest of the world or in the United 
Kingdom, respectively); elements of an income and expenditure account (income 
from profits or property, and current transfers, paid or received); and elements 
of a capital account (net investment abroad and capital transfers). For con
sistency with the rest of the national accounts, the account of international
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National accounts 29

transactions should be presented as the account of the rest of the world with the 
United Kingdom. Thus United Kingdom exports should be treated as pay
ments, being expenditure by the rest of the world generating factor incomes in 
the United Kingdom in the same way as expenditure by United Kingdom con
sumers generates factor incomes. United Kingdom imports should appear as 
receipts, being expenditure by the United Kingdom generating factor incomes 
in other countries. However, for convenience the account is presented from the 
United Kingdom point of view and United Kingdom credits are shown first as 
receipts from the rest of the world, and are followed by debits as payments to the
rest of the world.

A separate table shows international financial transactions. This is presented 
as the account of the rest of the world with the United Kingdom. It is also the 
financial account for the United Kingdom as a whole.

Balance sheets
For a complete accounting system, the accounts of transactions in a particular 
period need to be supplemented by balance sheets showing the assets and 
liabilities held at the beginning and end of the period of account. The income 
arising in any period and the additions to wealth in that period can then be 
related to the stock of assets held at the outset. The balance sheet for the whole 
economy shows the stock of physical assets, in the form of fixed assets and 
stocks of materials, work in progress and unsold goods, and financial assets and 
liabilities in the form of financial claims on and liabilities to the rest of the world. 
The balance sheet for a sector shows in addition the financial claims on and 
liabilities to the other sectors of the economy.

The compilation of national and sector balance sheets has developed more 
slowly and less comprehensively than that of accounts of the corresponding 
flows. It is complicated by the problems of valuation of assets. The estimates 
have to allow not only for the depreciation of fixed assets from wear and tear in 
their use, but also for changes in valuation arising from changes in prices. The 
market value of financial assets in particular may change considerably over time. 
For comparability with the various accounts of transactions, the initial assets 
need to be valued at current market values. In order to reconcile assets held at 
the outset with additions to wealth in the period and assets held at the end of the 
period it is necessary to take account of appreciation and depreciation of assets 
during the period of account.

The Blue Book does not contain full national or sector balance sheets. How
ever, it does contain estimates for the stocks of physical assets other than land. 
Estimates are given of the net capital stock of fixed assets at current replacement 
cost for each sector of the economy. The capital stock of fixed assets at constant 
replacement cost is also analysed by industry. These estimates are described in 
Chapter XII. The book value of stocks of materials, fuel, work in progress and 
unsold goods is also given by sector and by industry. The book value differs 
from the current replacement value in that goods will frequently be valued at 
their purchase price and, depending upon the period for which stocks are held, 
this will in part relate to the prices of earlier periods. However, the difference is 
usually small and would normally be well within the margin of error of the book 
value figures. The annual publication United Kingdom Balance o f Payments 
includes estimates of United Kingdom external assets and liabilities. There are 
also various estimates of holdings of financial assets by certain sectors and
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30 National accounts

institutions which are published in Financial Statistics. The available infor
mation, both official and unofficial, has been brought together by Revell and 
his associates who have compiled both national and sector balance sheets for the 
United Kingdom for the years 1957 to 196U3>.

▼ TYPES OF T R A N S A C T I O N

As pointed out on page 20, transactions, or money flows, may be divided 
between requited and unrequited payments. Each group may be further sub
divided by reference to the purpose of the payment and the circumstances in 
which it is made. Thus requited payments may be divided between payments for 
goods and services, payments to factors of production (wages, salaries, profits 
or rental income) and payments for financial assets (loans, securities, money 
claims, etc.). Some types of transaction may occur either on current or on 
capital account, according to their nature; for example, purchases of goods 
and services may be on current account (consumption) or on capital account 
(adding to wealth in the form of physical assets). Considerations of this sort 
suggest the following classification of transactions, which may be imputed, 
showing also the types of account in which they may feature:

L4'

' k'l
w t1 * .vi

I L> JK4\.‘iU
.

. t:

PH

• ft*

Type o f transaction 
Requited payments 

Purchases and sales of goods 
and services

Payments to factors of pro
duction

Payments for financial assets 
Capital consumption

Accounts in which appearing

Production, income and expenditure, 
capital, international 

Production, income and expenditure

Capital, financial 
Production, capital

Unrequited payments {or 
transfers)
Taxes on expenditure

Subsidies
Interest and dividends 
Grants

Taxes on income 
Taxes on capital 
Saving

Net acquisition of financial 
assets

Production, income and expenditure, 
capital, international 

Production, income and expenditure 
Income and expenditure, international 
Income and expenditure, capital, inter

national
Income and expenditure, international 
Capital, international 
Income and expenditure, capital, inter

national
Capital, financial, international

This classification of transactions runs through the whole system of national 
income tables and the different types of flows are normally distinguished in each 
table. The main principles of the classification should be clear from the earlier 
discussion. Their detailed application to the transactions of each sector is 
explained in later chapters.

‘3’Jack Revell assisted by Graham Hockley and John Moyle, The VVeahh o f the Nation, 
Cambridge University Press, 1967.
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National accounts 3i

The articulation o f national accounts
It is evident that each payment from an account is also a receipt in another 
account. For example, the payment of personal income tax appears on the pay
ments side of the personal income and expenditure account and as a receipt in 
the central government current account. Wages arc paid from the United 
Kingdom production account to the personal income and expenditure account. 
A few transactions, such as payments by households to domestic servants and 
the imputed rent of owner-occupied houses, appear as payments and receipts 
in the same account, but this is because the income and expenditure account 
of the personal sector Oike that of public authorities) incorporates elements 
vt t̂ich should more strictly be transferred to production accounts. A system of 
national accounts in which every payment reappears as an identifiable receipt in 
another account is said to be articulated. Articulation is helpful to the estimator 
and to the understanding of the national accounts. However, it is essential 
neither to the formulation nor to the presentation of the accounts. Complete 
articulation is often impossible in practice because of lack of information and 
the detailed inter-sector flows are often of much less interest than the total flows 
between one sector and all other sectors combined. The United Kingdom 
accounts are only partly articulated. In particular, no attempt is made to present 
articulated financial accounts.

Relation o f national accounts to commercial and other accounts
The national accounts, of course, resemble the accounts kept for their own 
purposes by the individuals, enterprises and institutions which make up the 
sectors. Thus the central government keeps for administrative and Parliamentary 
purposes a large number of accounts of different kinds. Individual local author
ities keep revenue and capital accounts which are aggregated, with relatively 
minor adjustments, to form the relevant parts of the national accounts. Public 
corporations publish accounts annually, and companies deposit with the 
Registrar of Companies their appropriation accounts and balance sheets. In 
many cases, however, these accounts do not give the items required for national 
accounting purposes, or are insufficiently comprehensive. There are other cases 
where no accounts exist at all, or at least are not available to the estimator, for 
example, the income and expenditure transactions of private households. Parts 
of the national accounts thus represent not a summation of records actually 
kept but a reconstruction of what such a summation would contain if accounts 
were kept on certain principles. The estimator must frequently decide what kinds 
of transactions to include in any particular account.

In making decisions of this kind it has always to be borne in mind that the 
ultimate purpose of the statistics is to measure quantities which are of signifi
cance for economic analysis. For this purpose transactions must be defined and 
classified not on purely formal criteria but in such a way as to group together 
transactions which arc essentially similar in their nature, causes or effects. It is 
recognised, however, that no single accounting framework is likely to be ideal 
for all kinds of analysis or in all circumstances. The purpose of the accounting 
framework is to provide a convenient, consistent and orderly method of pre- 
icnting a mass of statistical information. But it is important that enough detail 
should be shown to enable the user to make such alternative arrangements of the 
data as may seem useful for the solution of particular problems.
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Chapter III

National Income and Expenditure
Estimates: General Review

1. IN C O M E AND E X P E N D IT U R E  AT C U R R EN T PRICES
In subsequent chapters a fairly detailed description will be found of the sources 
and methods used for the various categories of income, product and expenditure. 
The statistical structure is essentially synthetic; in building it up, a great variety 
of statistical sources, both official and unofficial, is drawn upon. The quality of 
the resulting figures can be judged only by reference to the quality of their 
component parts, bearing in mind however that at many points checks can be 
applied because of the inter-relationships of the concepts measured. The present 
chapter gives only a summary review of the sources and of the ways in which 
they are used.

One of the major objects of the system of national income and expenditure 
statistics is to throw light on the inter-relationships between various forms of 
economic activity—for example, between profits and capital formation, between 
the balance of payments and consumers’ expenditure, between personal savings 
and personal disposable income. It may indeed be maintained that the study of 
these inter-relationships is more important than a knowledge of the aggregates; 
little is gained by precise knowledge of the size of the gross national product, 
although it is important to have accurate information about changes in it from 
year to year and about changes in its make-up. The importance of the study of 
inter-relationships means that internal consistency between the sources used for 
different items in the accounts is a major consideration in the choice and use of 
data and in any judgment about the reliability of the conclusions drawn from 
the information.

From the conceptual identities brought out in Chapter I, it is clear that the 
major aggregates of national income and national expenditure may be approached 
by estimating output, income or expenditure. Until the 1930’s it was necessary 
to rely almost wholly on estimates of income. The early work of Bowley and 
Stamp‘1* was based very largely on income data, especially wage statistics and 
tax assessments. A different approach was made by Flux‘2), using estimates of 
industrial output from the census of production. The first attempt to reconcile 
aggregates derived from income data with independent estimates of the com
ponents of final expenditure was made by Clark.‘3 >

‘*>A. L. Bowley, The Division o f the Product o f  Industry, 1919. A. L. Bowiey and Josiah 
Stamp, The National Income 1924, 1927.

*2>A. W. Flux, ‘The National Income’, Journal o f  the Royal Statistical Society, Vol. XCII, 
Part 1, 1929. A similar estimate is made in the Report o f  the Census o f Pr^uction 1907, 
Cd. 6320.

'3’Colin Clark, National Income and Outlay, 1937.
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The series of official estimates which began in 1 9 4 1 was based primarily on 
income data although items of expenditure other than capital formation (both 
in fixed assets and stocks) were directly estimated. It was only at the beginning 
of the 1950's—mainly because of the development of new sources of information 
about expenditure on fixed assets and stocks—that it became possible in the 
official estimates to use basically independent sources for all, or almost all, 
forms of income and of expenditure. Some of these estimates, especially those for 
certain categories of stocii, are still rough and unsatisfactory.

Estimates o f income
Statistics based on tax assessments are the major source of the annual statistics 
of income. This source has always been very extensively drawn upon in British 
national income statistics for non-wage incomes, especially since its use was 
developed in the early work of Lord Stamp.'S) The low tax exemption limit (the 
effective limit from 1965/66 to 1967/68 was £283 per annum) brings almost all 
income earners within the field of review for income tax. The development by 
the Inland Revenue of the statistical analysis of the tax assessment records has 
made possible a very substantial extension of the detail which can be derived 
from these records and of the accuracy with which they can be adapted to 
national income concepts. Thus Inland Revenue tax data are the source for the 
estimates of company profits, of most of the income from self-employment, of 
part of rent income, and of aggregate wages and salaries.

In total, about three-quarters of the annual estimate of gross national product 
from the income side, that is the estimate of factor incomes, is derived from tax 
assessment data.

The Inland Revenue data on wages mid salaries provide both quarterly and 
annual information as PAYE deductions are made throughout the year. The 
annual data are supplemented by various other sources. As tax data can be 
analysed only by financial units and not by establishments, they do not permit 
as satisfactory a division of income by industries as the statistics of wage and 
salary payments in the detailed censuses of production, and the statistics of 
average earnings and numbers employed collected by the Ministry of Labour. 
These latter sources are therefore used to provide an industrial analysis of the 
total. They are also used, together with the census of population, for making 
separate estimates of wages and salaries. Supplementary information on em
ployment incomes in specific industries can also be drawn from other sources, 
such as the accounts of the central government and the census of distribution.

Tax assessment data for profit incomes provide only annual estimates and are 
not available for the latest periods. Other and less comprehensive data are used 
for making quarterly and recent annual estimates of profit incomes. The main 
supplementary source of information on company trading profits is the quarterly 
sample inquiry made by the Inland Revenue. In addition, forecasts of profits for 
their latest accounting years are provided by certain companies and preliminary 
reports on assessments arc made by tiix inspectors. The supplementary data on 
income from self-employment is much weaker; no quarterly figures are available

'**An Analysis o f  the Sources o f  IVar Finance ami an Estimate o f  the National Income and 
Expenditure in I9J8 and 1940, Cmd. 6261.

*5*Jo5iah Stamp, British Incomes and Property, 1916.
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and only a relatively small proportion of unincorporated businesses is covered 
by forecasts or preliminary reports.

Statistics of the trading surplus of public corporations are taken from their 
published accounts and quarterly estimates are based on returns made by the 
major corporations. The annual trading surplus of central government and local 
authority trading enterprises is taken from their trading accounts. Quarterly 
figures for the central government trading surplus are based on departmental 
returns and for local authorities smooth quarterly changes are assumed.

Part of the estimate of income from rent is taken from the rent element of the 
estimate of consumers* expenditure on housing which is now based on the 
Family Expenditure Survey. Tax assessment data are also used in estimating the 
rent income of the private sector. The rent income of the central government 
and local authorities is estimated from their accounts. The rent income of farmers 
is estimated by the agricultural departments from the sources used for calculating 
the income of farmers. The quarterly estimates of rent income are very largely 
interpolated and projected.

The estimates of property income from abroad are taken from the balance of 
payments accounts and are based on a variety of sources, including the Board of 
Trade inquiry into overseas direct investment, government accounts, Bank of 
England records and information supplied by oil companies.

While the annual estimates of factor incomes are based mainly on tax assess
ments, the estimates of transfer incomes draw upon a variety of sources. The 
figures of receipts of interest and dividends which involve the public sector are 
taken mainly from accounting data and departmental returns. Estimates of 
receipts by companies are to a large extent built up from estimates of holdings of 
financial assets and interest rates. The net receipts by the personal sector are 
estimated as a residual from estimates of the receipts and payments of all other 
sectors. The other important transfer incomes are grants from public authorities 
to the personal sector, such as national insurance benefits; this part of personal 
income is based on central government and local authority accounting data and 
departmental returns.

Estimates o f expenditure
In contrast to the estimates of factor income, estimates of final expenditure are 
necessarily based on a large variety of sources; consequently there is less 
assurance of internal consistency.

The sources used for estimates of consumers' expenditure, in particular, are 
very heterogeneous. For expenditure on food, the two major sources are the 
regular sample surveys of household expenditure on food conducted by the 
Ministry of Agriculture, Fisheries and Food (the National Food Survey) and 
detailed statistics, compiled by the same Ministry, relating to supplies of the 
main foodstuffs which are expressed originally in quantities and valued mainly at 
average values taken from the National Food Survey. For expenditure on 
alcoholic drink. Customs and Excise data are used. The estimates of expenditure 
on tobacco are based on trade sources. For clothing, household goods and a 
number of other commodities, retail sales statistics compiled by the Board of 
Trade are used; the method is usually to derive a base-year estimate from census 
of distribution statistics, adjusted to include direct sales to consumers by 
wholesalers and manufacturers and to exclude sales to businesses and public 
authorities, and to use the sample of returns made monthly to estimate changes
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from the base period. The same method is used for expenditure on catering and 
on motor vehicles, the estimates being based on the special Board of Trade 
inquiries into these trades.

Estimates of expenditure on fuel and light, travel, communication services 
and entertainment draw heavily on the information collected by the departments 
responsible for the regular published statistics. For a number of other goods and 
services, the Family Expenditure Survey is used. A number of other methods— 
some being little more than conjectural—arc used for other forms of consumers'
expenditure.

Certain general points may be observed about these estimates of consumers' 
expenditure. Firstly, it will be realised that the data used do not all refer strictly 
to expenditure by consumers—that is, generally, to retail sales. Some series for 
food and the scries for alcoholic drink relate to supplies coming forward at 
some earlier stage, mainly farm and manufacturing output and withdrawals 
from bond. Thus changes in the series used may sometimes reflect changes in the 
stocks held in the distributive chain beyond the point of recording, rather than 
genuine changes in consumers* expenditure, and there may be errors in timing. 
Secondly, a proportion of many classes of consumer goods and.services is 
bought on business account and must not be included in consumers' expenditure; 
the basis for an accurate estimate of such business purchases rarely exists but an 
estimate must be made when, as frequently happens, the original data relate to 
the total expenditure on a particular class of goods or services. Any expenditure 
by public authorities has similarly to be excluded. Thirdly, the use of a variety of 
independent sources increases the risk of overlapping or of omissions; errors in 
one item are not necessarily compensated in other items as they are when an 
overall measure of total expenditure is used. Overlapping or omissions may arise, 
for example, where Board of Trade statistics are used to provide estimates of 
expenditure on commodities in the base year, while subsequent changes in 
expenditure arc estimated from changes in sales by individual kinds of business. 
The second and third of these factors will generally have less effect on the 
estimates of year-to-year changes than on the general level of consumers' 
expenditure.

The estimates of fixed capital formation and of changes in stocks and work in 
progress arc more homogeneous. For private industry the major sources are the 
annual censuses of production, and the annual inquiries into the distributive and 
service trades carried out by the Board of Trade. Quarterly sample inquiries 
provide the basis for the quarterly figures and of the latest aimual estimates 
before the results of the annual inquiries become available. The annual inquiries 
are supplemented by more detailed information when there is a detailed census 
of production, a census of distribution or a more detailed inquiry for a particular 
industry.

For private industry outside the field of these inquiries however, various 
sources, some far from satisfactory, must be used. The main private fixed capital 
formation not covered by the inquiries is in dwellings. The level of these estimates 
is based on an estimate of expenditure derived from numbers of houses under 
construction and average prices, and the changes are based on estimates of 
building output obtained from returns made by contractors. For the public 
sector, the estimates of capital formation by the central government, local 
authorities and public corporations arc all based on their accounts; for the most 
recent periods and for changes within the year, departmental returns are used.
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The estimates of capital formation thus rest heavily on accounting data about 
expenditure. Such data, being derived basically from the same records as the 
statistics of profits, are most likely to afford consistency between the income and 
expenditure estimates. This is particularly important because of the interest taken 
in the relationships between profits and fixed capital formation. On the other 
hand, reliance on accounting data means that the definition of fixed capital 
formation depends on the accounting conventions used and no very clear 
classification can be given of the types of assets which are treated, at the margin, 
as capital goods.

The statistics of public authorities* current expenditure on goods and services 
are also based on accounting data and departmental returns. Estimates for the 
central government are derived from the various Exchequer and departmental 
accounts. But the very detailed and accurate basic data must be extensively 
rearranged to fit the concepts used in the national income accounts. Much the 
same applies to the estimates of local authority expenditure which are sum
marised in Local Government Financial Statistics^ although the basic data 
provided are in this case both less detailed and in some respects closer to the 
national accounting categories required. The rearrangement in both cases in
volves elements of estimation at certain points.

The statistics of exports and imports o f goods and services are taken from the 
balance of payments accounts. Exports and imports of goods are based on the 
Trade Accounts figures of the value of goods leaving and entering the United 
Kingdom, with certain adjustments in respect of valuation and coverage to 
obtain figures on the required basis. The estimates of exports and imports of 
services are based on a variety of sources, the main ones being the government 
accounts, Bank of England records, shipping and civil aviation statistics, the 
Board of Trade’s International Travel Survey and the series of inquiries con
ducted by the Board of Trade into the overseas transactions of United Kingdom 
companies.

The estimates of expenditure on transfers are built up from a variety of 
sources. Payments of interest and dividends made by the public sector are based 
mainly on accounting data and departmental returns. Dividend payments by 
companies are based on Inland Revenue data supplemented by information 
from the Stock Exchange Council. Interest payments by companies are estimated 
partly from statistics of holdings and interest rates. No complete estimate is 
available of payments by the personal sector, although estimates are made of 
certain items.

The other main current transfer payments concern public authorities and the 
estimates are based on accounting data and departmental returns. These are the 
tax payments by the various sectors to public authorities and grants made by 
public authorities to the personal sector. Where it is necessary to allocate total 
payments of taxes on income between different sectors, or to differentiate 
between the tax actually paid in a year and the tax liability in respect of the 
income arising in the same period, special estimates are made by the Inland 
Revenue.

The stage at which transactions are recorded
The general question of the point in time at which transactions ought to be 
recorded may be of considerable importance for interpreting individual series 
and for achieving internal consistency between the various estimates. The sale of
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an article involves the placing of the order by the buyer, the delivery of the 
article, the rendering of an account by the seller, and the actual payment by the 
buyer; these operations often take place on different—sometimes widely 
different—dates. It is necessary therefore to decide which of these events is to 
count as the transaction for the purpose of the national accounts, since it is clear 
that in any given period the value of transactions on one basis will not necessarily 
be the same as on another. Further, the same basis should be adopted through
out the accounts, so that the various transactions are mutually consistent. 
Even so, in practice difficulties arise because transactions arc not recorded 
simultaneously as a receipt and as a payment, even when both are on one basis: 
transmission of orders and payments takes time and middlemen cause delays.

In practice, the choice is generally between two bases o f accounting—the cash 
(or payments and receipts) basis, on which transactions are recorded when money 
passes; and the accruals (or payable-receivable) basis, on which transactions 
are recorded when the expenditure is incurred. The principle adopted in the 
national accounts is, so far as possible, to record transactions as taking place at 
the time when the expenditure is incurred. This is the principle required for 
estimation of the gross domestic product and the other national income aggreg
ates. The national income is a measure of the goods and services becoming 
available. It is more appropriate for the components of final expenditure to 
reflect demands made on these goods and services and for the factor incomes to 
represent amounts arising from the production of these goods and services 
rather than to show the cash flows in the period. The difference between accruals 
and cash payments is then regarded as a financial transaction, reflecting changes 
in debits and credits. For transfers, cash flows are more often used because the 
national income aggregates are not affected and the presentation is also more 
simple.

The adoption of the accruals principle creates certain difficulties. Indeed, since 
the information most easily available for different groups of transactions is not 
itself on a uniform basis, the adoption of any one principle is bound to raise 
problems of adjustment in some part of the field. However, the number o f  
points at which serious difficulty arises is fairly limited. Information derived 
from commercial accounts, such as company profits, is already in substance on 
the desired basis because the payable-receivable basis is that mainly used in 
ordinary commercial accounting. In other cases, such as wages, although the 
available information generally relates to cash payments, there is no reason to 
believe that there is frequently any large difference between one basis of measure
ment and another. One difficult case is that of government purchases o f goods 
and services (other than payments of wages and salaries). For reasons connected 
with the maintenance of Parliamentary control, the main accounts of the central 
government are recorded entirely on a cash basis (see page 255). Trading 
accounts on a commercial basis are indeed available for government trading 
activities and are used in the national accounts in preference to the cash accounts 
whenever possible; but for most of the expenditure by the central government, 
records are available only on a cash basis. When there are known to be marked 
differences between the timing of the cash transactions in the government 
accounts and the recording of transactions in the accounts of other sectors, 
adjustments have been made to the government accounting figures.

Difficulty also arises over the recording of capital expenditure on fixed assets. 
For certain classes of asset, in particular building work, the construction of the
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asset extends over a considerable period. The problem is to ensure that the 
amount of work done during the accounting period, which generates factor 
income, is matched either by capital expenditure on the part of the purchaser 
(which can generally be taken to include progress payments), or by an increase 
in work in progress on the part of the producer, without duplication or omission. 
With the information available, the consistency is necessarily imperfect.

Inconsistencies may also arise from the means of recording imports and 
exports. These are normally included in the balance of payments accounts when 
they enter or leave the United Kingdom, and generally no adjustment is made for 
timing differences between the declaration of trade by importers and exporters 
and the time of change in ownership. In particular, for imports there may be 
differences between the time when goods are included in the estimates of stock
building and when they are counted as imports, and between the time when 
expenditure on imported fixed assets is charged to capital account, which may be 
when progress payments are made, and the time when they are counted as 
imports. Corresponding timing discrepancies may occur with exported goods.

While the accruals principle is applied in the recording of most final expenditure 
and factor income, it is less generally applied to transfers. All transfers in which 
the central government is concerned are recorded on a cash basis in the govern
ment accounts and, as far as possible, the transactions are recorded at the same 
time in the accounts of other sectors. The estimates of tax payments are, how
ever, supplemented by annual estimates of tax accruals in the period. Dividends 
are also included when they are paid and the figures are supplemented by annual 
estimates of additions to dividend reserves by the corporate sector. Other 
interest payments are, however, recorded on an accruals basis and, for example, 
interest on bank deposits and on deposits with building societies, is assumed to be 
earned throughout the period of the deposit.

The extent of the inconsistency arising from the use of differing bases of 
accounting may not be very serious for periods as long as a year, except perhaps 
when there are marked changes in trend in the components. But the presence of 
such inconsistencies is relatively more important for the quarterly statistics.

Some discrepancies in timing may arise not from the method of recording but 
because the statistics do not relate exactly to the national accounting period. 
The national income statistics relate in principle to calendar quarters and 
calendar years. But, for example, the estimates of consumers’ expenditure based 
on retail sales statistics relate to a weekly rate of expenditure which is not 
affected by the number of days in the calendar quarter. The PAYE returns 
which are used in estimating wages and salaries relate to receipts in a period of 
thirteen or, on occasion, fourteen weeks and the estimates may be affected by 
variations in the time-lag between the deduction of tax and its receipt by the 
Inland Revenue. The basic tax assessment data used for profit incomes relate to 
accounting years and so may the census of production returns which are used 
for annual estimates of fixed capital formation and changes in stocks and work 
in progress. Although the annual profits estimates take account of the variations 
in accounting years, the estimates of capital formation do not. It so happens that, 
since most accounting years end with the last or first calendar quarter, the 
weighted average terminal date of accounting years is near the end of the 
calendar year. It is nevertheless possible in certain circumstances, especially 
when prices change rapidly, that the results for these aggregations of accounting 
years may differ significantly from the actual experience during the calendar year.
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The central government accounts relate to the government’s financial year, 
ending 31 March, but most elements in the government accounts are recorded on 
the basis of shorter periods and reasonably good estimates can be made for
calendar years.

Consistency o f estimates: the residual error
It will be seen that the greater part of the statistical structure derives from three 
major annual sources; Inland Revenue data of tax assessments, the censuses of 
production and distribution and associated inquiries carried out by the Board of 
Trade, and the central government accounts. Each of these sources is used at 
many points throughout the system. These three main sources are supplemented 
by a variety of others. One point about the combination of these sources should 
be noticed. It seems reasonable to suppose that the tax assessment data and the 
data collected in the Board of Trade inquiries are derived from what is broadly 
a common method of accounting. Thus the important set of relationships between 
profits, fixed capital formation and changes in the value of stocks, so far as the 
latter two are derived from the inquiries, can be regarded as well established.

The problems of internal consistency between different types of records have 
an important bearing on the reconciliation between the largely independent 
estimates of aggregate income and aggregate expenditure. It is, of course, always 
possible to manipulate the least reliable estimates so that complete reconciliation 
of the totals is achieved; until 1953 this was always done. In view of the develop
ment of the statistical sources, it was felt, however, that it was no longer reason
able to presume that the whole discrepancy is more likely to be due to one item 
than to another. The error may arise, for example, not from incompleteness or 
inaccuracies in basic data but from an undetectable lack of simultaneity in 
timing which there is no reason to attribute to any one particular component. 
An adjustment is still made when there is reason to attribute a discrepancy to 
a particular item but no attempt is made to allocate all the discrepancy and the 
residual discrepancy between the income and expenditure estimates is shown as 
a residual error. It is presented as though it were an unknown item, positive or 
negative, of income. This is purely for convenience of presentation, and does not 
imply that the estimates of expenditure are regarded as superior in accuracy to 
the estimates of income.

The reliability o f the estimates
It is essential that a system of statistics of national income and expenditure, or of 
national accounts, should be comprehensive; an estimate must be included for 
each item that appears in a balancing account. The estimator could not establish 
a system of national income statistics at all if he were compelled to restrict his 
presentation to those components in the system which are soundly based on 
accurately recorded facts. It is inevitable that the published statistics should 
include a number of figures for which the evidence is relatively weak. It is, 
however, the duty of the estimator to warn the users of the statistics about the 
weakness of some of the figures presented. The object is that the user should 
not (except at his own risk) draw substantial conclusions about the state of the 
economy from differences between components, or differences between one year 
and another in the value of a given component, when there is a good chance that 
such differences may be due solely to errors in estimation.
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It will be clear from the summary review of the data used that it is impossible 
to calculate statistical margins of error of the kind that are derived from random 
samples for any of the aggregates or for most of their components. It is however 
possible, from knowledge of the data, to form very rough and mainly subjective' 
judgments of the range of reasonable doubt attaching to the estimates. This is 
done in the chapters concerned with the detailed estimates. Wherever possible 
these judgments are standardised by the use of uniform gradings, as follows:

Margin o f error 
A ±  less than 3 per cent 
B ±  3 per cent to 10 per cent 
C ±  more than 10 per cent

The terms ‘good’, ‘fair’ and ‘poor’ are used at some points in the text and are 
broadly equivalent to the categories A, B and C. Like margins of error derived 
from random samples, these judgments do not represent absolute certainty. 
They may be taken to mean that, in the opinion of the estimators and in their 
present state of knowledge, there is, say, a 90 per cent chance that the true value 
of the figures referred to lies within the limits set by the grading.

It has not in fact been found possible to attach gradings to every individual 
series nor to apply them in a fully standardised way. A description is usually 
given of the reliability of the figures for the later years shown in the Blue Book. 
The figures for the most recent years are often preliminary estimates and thus 
more uncertain than the figures for earlier years and a separate assessment of 
the latest estimates is also given where appropriate. Generally, the figures for only 
the most recent year are less reliable. In some cases, however, the description of 
sources will show that the reliability of an estimate for a given year improves 
over a much longer period; for example, the statistics based on tax assessments 
are subject to revision for a number of years after the first provisional estimates 
are made. In other cases some earlier year, such as 1958, represents a benchmark 
year because of the taking of a detailed census. In the Blue Book summary 
tables the figures for the earliest years shown, generally for years before 1948, are 
much less reliable than those for later years because of the development of new 
sources of information. Also the figures for 1938 are subject to much more 
uncertainty than those for post-war years.

The gradings are applied to the absolute values of the various components. It 
is generally true to say that the absolute error in the change from year to year is 
likely to be less than might appear from the errors attached to the absolute 
values. Nearly always, when a figure is attributed to an item about which there is 
much uncertainty, consideration is paid to the probable change from the 
previous year. This implies that the error in the absolute figures, whatever it may 
be, is likely to be in the same direction in all years. The deviations between the 
estimates and the facts are likely to consist partly of a bias which is more or less 
constant from year to year, and partly of a more random element. This is 
another way in which the margins of error shown here differ from those attaching 
to random samples.

Those major aggregates of which the components are drawn from a variety of 
sources (such as total consumers* expenditure, or total fixed capital formation) 
contain some very reliable estimates and some exceedingly weak ones. The 
proportionate error attaching to the aggregates is likely to be less than the 
weighted mean of the proportionate errors attached to the components. This is

(T

1.

L

'!

I

only

<0 L  o f co<«
e'5 ^ ! !  71 'S  of
lotal SDPP 
pfoportioiiportion to purchases

The giadinss ilo ,
.SwSnatesdfenngfro;

probability, sn g ^ te d  as
ilfl Aninirir) amVCu It ̂niuwovu*v« ,

rtpresent an opinion am ved c 
aU the information now availat 
unfilled gaps in the inform atioa 
hnds of statistical returns, may 1 
item for some years past ft'as e  
thought likely. For example, thi 
trades led to upward revisions to 
and motor qcles. Thirdly, subst 
of changes in definition. Some 
consistency of definition comes 
b e t a  different parts o f the a a  
in order to achieve consistenc)’ ^

One final point must be madt
attempt is made to round offthi
he evident from the discussion ( 
stated to the nearest £1 million.
n t̂£5miiyoBoreven,fork
b e t a  rounding off and amHT

soaretinies
awided; (h) (I,. „  a  num 
l®t, or betiwn ̂ ^ l a t i o n  of
If tils iten Is sm ln T ’

''“Bised
(‘Eluding the naK ^

1'°''' ftat U 
'"Pamcola,

= C4.



Vfeu-

;e o f - ^  is
as follows:error ® ’

per ceat
per cent 

per cent

« ' S . S " ‘ ' “ * i »
lo  not r e p r e ^ n f r
r  "<

“ to every i n M u i
irdised way. A description is usualk 
;  la ter years shown in the Blue Bool:, 
o ften  preliminary estimates and thus 
r years and a separate assessment of 
opriate. Generally, the figures for only 
ime cases, howe\’er, the description of 
a  estim ate for a  given year improves 
he statistics based on tax assessments 
irs after the first provisional estimates 
such as 1958, represents a  bcnchmaik 
census. In the Blue Book summary 

m , generally for years before 1948, are
rs because of the development of Dcv
fo r 1938 are subject to much more

Genera/ review

so not only because the errors in the components are likely, at least in part, to 
offset each other, but also because the estimate of each major aggregate is to 
some extent controlled by the relationships between income and expenditure.

The gradings are attached to the annual figures appearing in the Blue Book. 
They are not necessarily any indication of the reliability of the basic statistics 
from which the Blue Book figures are derived. It frequently happens that a 
margin of error arises not in the basic statistics but in the various adjustments 
required to adapt the basic statistics to national accounting concepts. For 
example, for some items of consumers’ expenditure, reliable figures exist of the 
total supply of a class of goods, but considerable uncertainty arises in the 
proportion to be attributed to consumers’ expenditure and the proportion to be 
attributed to business purchases. Again, much of the margin of error attaching 
to the estimates of company profits arises not from the basic data derived from 
tax assessments but from the adjustments required to adapt the basic statistics 
to a definition consistent with the conceptual framework of the national accounts.

The gradings do not rule out the possibility of subsequent revisions resulting 
in new estimates differing from the old by more than the margin of error attribu
ted here. Firstly, as pointed out above, the gradings are intended to represent a 
probability, suggested as 90 per cent, and not a certainty. Secondly, the gradings 
represent an opinion arrived at with present knowledge—that is, on the basis of 
all the information now available and on an appreciation of the extent of the 
unfilled gaps in the information. New sources of information, for example new 
kinds of statistical returns, may however make it apparent that the estimate of an 
item for some years past was even further from the truth than the estimators 
thought likely. For example, the first Board of Trade inquiry into the motor 
trades led to upward revisions to the estimates of consumers* expenditure on cars 
and motor cycles. Thirdly, substantial revisions are sometimes necessary because 
of changes in definition. Some of these are required because an internal in
consistency of definition comes to light—an element of duplication or a gap 
between different parts of the accounts. Other changes in definition may be made 
in order to achieve consistency with international conventions.

One final point must be made bearing on the reliability of the statistics. No 
attempt is made to round off the estimates beyond the nearest £ million. It will 
be evident from the discussion of the degree of reliability that many estimates, 
stated to the nearest £1 million, must in fact be regarded as correct only to the 
nearest £5 million or even, for large items, to the nearest £50 million. The choice 
between rounding off and apparent but often spurious precision is a matter on 
which different views may be held. The arguments determining the presentation 
in the national accounts of figures which have the appearance of more precision 
than tlie evidence warrants are: (a) the accumulation of rounding errors, which 
sometimes occurs when a number of rounded figures are added together, is 
avoided; (b) the presentation of rounded figures often distorts differences over 
time, or between items; (c) some of the estimates in the tables are fairly precise; 
if the item is small (say less than £50 million), rounding, even to the nearest 
£5 million, would unnecessarily distort what they show; yet if such series 
remained unrounded, the major aggregates of which they are components 
(including the national income itselQ would retain an apparent precision which 
they do not in fact possess. In presenting figures to the nearest £ million, the 
rounding is always such that the components add to the total, so that the 
accounts balance. In particular, the quarterly estimates, both before and after
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seasonal adjustment, add up to the calendar year figures. Also, the rounding is 
made consistent throughout the sector accounts.

If these reservations are borne in mind, the following table summarising the 
reliability gradings of the major components may be of value. The gradings 
relate to the latest year. Although the estimates for the latest year are less reliable 
than those for earlier years, they are not sufficiently so to warrant a lower 
grading, except in the case of company profits which depend upon tax assess
ments available only after two or three years.

Reliability of annual estimates of major components at current prices

A ±  less than 3 per cent 
B ±  3 per cent to 10 per cent 
C ±  more than 10 per cent

Income:
Income from employment:^; .................................................................................. I A
Income from self-employmen.................................................................................... B
Gross trading profits of companies ......................................................................  B
Trading surplus of public corporations....................................................................I A
Gross trading surplus of other public enterprises ............................................... I B
Rent ........................................................................................................................  B
Net property income from abroad..........................................................................  C

Expenditure:
Consumers’ expenditure:*;....................................................................................... I A
Public authorities’ current expenditure on goods and services............................I A
Gross domestic fixed capital formation ; ...........................................................I B
Value of increase in stocks and work in progress:*; ...............................................  C

of which—stock appreciation..............................................................................  C
physical increase ...............................................................................I C

Exports of goods and services:*; ...........................................................................I A
Imports of goods and services;*; ............................................................................... A
Taxes on expenditure .............................................................................................. I A
Subsidies .....................................................................................................................  A

Gross national product .................................................................................................. A

**'For a detailed grading of the components see subsequent chapters.

2. E X PE N D IT U R E  AND O U TPU T AT CONSTANT PRICES
For many purposes, the comparison of estimates of gross domestic product 
over time is of more interest when the effects of changes in prices are eliminated. 
Accordingly, estimates are made of the gross domestic product and its main 
components in each year, revalued at the average prices of a selected base year. 
There are two general methods of estimating gross domestic product at constant 
prices: the expenditure method and the production method.

The expenffiture method consists in estimating at constant prices all the 
components of final expenditure on goods and services—consumers’ expenditure, 
public authorities’ current expenditure, gross domestic fixed capital formation, 
the value of the physical increase in stocks and work in progress, and exports— 
and deducting estimates of imports of goods and services at constant prices. The

S'

to

..vmIS of ^ J,
at b a *

:ts 
fo

(roods
o r for 
accural®

ava

!  C  V

J u s lr ia l  production  

K laid  to the am e
.  .  «  I A  ̂  A

sol

index of in*

for tttich  results are
estimates 

changed to 1963 when the 
become avaOable.

Direct estimates o f gross 
from income data. A lthoug 
wage and salary rates, th is ; 
does not take full account 
factory revaluation o f p n  
between deflated gross outp 
is not distinct from the o i 
might be deflated by change 
income is spent; but no t a  
spent it cannot be identiSec 
definition total factor inco:
product at current orices t

curreni
separa

compared
estiniaie

lO

CO

—“ yviHCM



labl
n iay  be ^ ^'^^marisint,

f t

General review 43

rs.

r
c®rent

rcen t
10 per cent
per cent

production method consists in adding together the contributions of all industries 
to the gross domestic product, that is their net output including depreciation, 
valued at base year prices. All industries are included, whether they produce 
goods or services and irrespective of whether they produce raw materials or 
intermediate products for use by other industries, final products for investment 
or consumption or for export, or—as often happens—some combination of 
these. If complete, accurate and detailed information about all transactions were 
available, the two methods should, in theory, lead to the same answer.

Both of these methods are used in the United Kingdom to estimate gross 
domestic product at constant prices annually and quarterly. Estimates of gross 
domestic product revalued at constant prices by categories of final expenditure 
arc summarised in Table 14 of the 1967 Blue Book. Detailed estimates of con
sumers’ expenditure and of capital formation are shown in other sections of the 
Blue Book. Estimates of changes in gross domestic product at constant prices, 
subdivided by industries, are given in Table 15 of the 1967 Blue Book. More 
detailed estimates for manufacturing industries arc given in the tables on the 
index of industrial production published in the Monthly Digest o f Statistics and 
the Annual Abstract o f Statistics. The expenditure and output estimates are both 
related to the same base year, the year of the latest detailed census of production 
for which results are available. The base year for the 1967 Blue Book estimates 
was 1958; earlier estimates were based on 1954 and 1948. The base year will be 
changed to 1963 when the detailed results of the 1963 census of production
become available.

Direct estimates of gross domestic product at constant prices cannot be made 
from income data. Although wages and salaries may be deflated by an index of 
wage and salary rates, this provides a measure of only part of net output which 
docs not take full account of changes in labour productivity. The only satis
factory revaluation of profit incomes is obtained by taking the difference 
between deflated gross output and deflated inputs including labour costs, which 
is not distinct from the output estimate. The various types of factor income 
might be deflated by changes in the prices of the goods and services on which the 
income is spent; but not all income is immediately spent, and until income is 
spent it cannot be identified with actual goods and services. However, since by 
definition total factor income equals total expenditure on the gross domestic 
product at current prices, the price index derived by dividing the expenditure- 
based estimate at current prices by the corresponding estimate at constant prices 
can be treated as a currently weighted price index applicable to total factor in
come. The estimate of gross domestic product at constant prices obtained in this 
way differs from the expenditure estimate only by the deflated value of the 
residual error (the difference between the income and expenditure estimates of 
^oss domestic product at current prices). It provides no information on changes 
in the deflated values of separate components of factor income, but it does 
provide an alternative estimate of gross domestic product at constant prices 
which may be compared with the results of the direct measures of expenditure 
and output.

The estimates of the gross domestic product at constant prices adhere, of 
course, to the definitions laid down in Chapter I. But the compilation of estimates 
of expenditure and output in real terms gives rise to a fairly distinct set of 
conceptual and practice problems. The main problem is to determine the 
appropriate unit in which each component of the domestic product is to be
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measured. The need for general principles of measurement is particularly felt 
in connection with the output of services—as opposed to goods—including the 
services provided by public authorities. A brief account of these conceptual 
problems and of the solutions adopted is necessary to an understanding of the 
nature of the estimates.

General principles o f measurement
The domestic product (defined on page 7) comprises all goods and services 
which result from economic activity; and this activity is deemed to take place 
within a certain boundary—known as the boundary of production. In accord* 
ance with this definition, it may be stated as a general principle that the goods 
and services which comprise the domestic product should be measured at the 
points at which they cross the production boundary (except for any additions 
to stocks and work in progress during the period which are of course included 
in the domestic product); final goods and services should in other words be 
measured at the points at which they finally emerge from the production process.

Generally speaking, this is also the point at which the final purchase takes 
place. In the case of most goods—as opposed to services—there is not much 
difficulty in determining the appropriate measure of changes in output; the 
quantity and the unit of measurement, as well as the price per unit, are usually 
stated at the time of purchase. It is useful, indeed, to remember that the purchase 
or sale of goods and services is generally governed by a (frequently unwritten) 
contract which specifies the nature of the commodity, the unit and the conditions 
of the sale. Thus, in cases such as the provision of personal services, where the 
unit of output is not immediately obvious, the appropriate measure can usually 
be determined by considering what the producer is under contract to provide, or 
what the final purchaser in fact obtains, during the period in question.

The same criteria cannot readily be applied to services that are provided by 
public authorities for the benefit of the community as a whole. Payments made 
by the central government and local authorities to the police, the Forces, civil 
servants, teachers and doctors, and the associated purchases of various materials 
—uniforms, munitions, surgical equipment, etc.—are treated as forms of final 
expenditure in estimating national expenditure at current prices. The process of 
production does not, however, stop short at this point, but extends to the 
maintenance of law and order, the provision of defence, the processes of govern
ment administration, the provision of education and medical attention, and so 
on. When public authorities pay for labour and materials, this is not an end in 
itself but enables them to provide certain services for the benefit of the community. 
The fact that specific charges are not usually made to the consumers of the 
services is not a sufficient reason to exclude them. The production process is 
therefore assumed to include the provision of such services, which are valued, at 
current prices, at the cost of the labour, materials, etc. used in producing them.

As most of the services provided by public authorities are not bought or sold 
in any market, but are provided free of charge—or with only a nominal charge 
unrelated to the quantity obtained—it is not possible to apply the criterion of the 
market contract. Thus there are inherent difficulties in measuring, at constant 
prices, the output of government services, the exact nature of which cannot be 
precisely determined. Sometimes it is helpful to consider the methods used in 
measuring analogous services produced under private enterprise; but it is 
difficult to imagine any homogeneous units in which it would be possible to
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measure year-to-year changes in defence or civil administration. The units that 
are available are often not homogeneous; for example, an increase in the 
number o f pupils in schools may be accompanied by a decline in the attention 
received by each pupil rather than a proportional increase in output, unless there 
is a corresponding increase in the number o f teachers. In general, the solution 
adopted has been to use changes in numbers employed as an indicator o f changes 
in output. The implied assumption o f no change in productivity is obviously 
not satisfactory since it takes no account o f the use o f more modern equipment, 
such as computers. The problem has been discussed at a number o f internaUonal 
conferences without any generally acceptable solution being reached. In some 
countries, the assumption has been made that productivity in the public services 
increases at the same rate as productivity in all other industries, or in all other 
service industries. The appropriate productivity change is. however, difficult to 
iissess and in the United Kingdom accounts the assumption o f no change in 
productivity has been preferred. This is equivalent to taking the purchase o f  
labour and materials by public authorities as being at the production boundary. 
It provides an estimate consistent with revaluing expenditure by public authorit
ies on wages and salaries by calculating the amount which would have been spent 
had there been no changes in rates o f pay.

This leads to another general problem in the measurement o f gross domestic 
product at constant prices. The unit o f measurement for each good or service 
should be as homogeneous as possible in order to preserve the proper dis
tinction between price changes and quantity changes. Any improvement in 
quality, such as a shift towards higher quality television sets and cars, should be 
included in the measurement o f the quantity change and should not be reflected 
in the price change.*®* Any changes in the amount, or quality, o f services pur
chased with the product should be taken into account in the measurement o f  
the quantity change. Improvements in quality and increased proportions of 
higher quality goods may be better allowed for by estimating quantity changes 
from changes in value divided by a price index rather than by using changes in 
quantitative measures o f output. In either case, the units need to be narrowly 
enough defined to remain as homogeneous as possible; a quality change will not 
be accurately reflected in a deflated value series if the price index does not 
relate to goods o f a sufficiently detailed and constant specification. Considerable 
problems arise when one type o f good is replaced by an entirely different type, 
and it may then be impossible to obtain a satisfactory estimate o f the associated 
change in the quantity or price level. If performance is improved without a 
corresponding increase in price, what in effect is an increase in output may be 
ignored and the increase in gross domestic product will be understated. On the 
other hand, it often happens that the introduction o f a new product is made the 
occasion for an upward price adjustment; such price increases may be left out o f  
account and, if so. the increase in gross domestic product will be overstated. 
Also, the price indices should, but may not always, represent changes in the 
prices actually paid; for example goods may be bought at a discount or the price 
indicators may relate only to particular markets which may be changing in 
relative importance.

‘*’Sec J. L. Nicholson. ‘The Measurement of Quality Changes', The Economic Journai, Vol. 
LXXVH. September 1967.
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The measure of the change in gross domestic product at constant prices 
necessarily depends upon the year chosen as the base. Relative prices change 
over time and different relative prices result in a different measure of the change 
in gross domestic product. Changes in quantities are associated with the changes 
in relative prices and the pattern of prices in the base year ought not therefore 
to be too different from that o f the current year. A compromise has to be made 
between the comparability obtained by measuring changes over a number of 
years in terms o f the same base year and the need to measure changes in terms of 
up-to-date relative prices. In the United Kingdom accounts the base year has 
been determined by the year o f the detailed censuses o f production and is 
changed about every five years. Estimates for all years are shown in terms of one 
base year, and although the expenditure estimates have generally been re
calculated in detail when the base year is changed, the output estimates have 
merely been linked to the new base year without detailed recalculation of the 
earlier years.

The expenditure approach
The methods used in estimating the various components of expenditure at 
constant prices are so far as possible consistent with the measures of output. 
More detailed descriptions will be found in subsequent chapters dealing with the 
corresponding current price estimates.

There are various methods o f  obtaining estimates of expenditure at constant 
prices. The most usual method is that of deflating estimates o f expenditure at 
current prices, derived from the original source, by an index o f price changes. 
This method is used for about two-fifths of consumers’ expenditure. Over three- 
quarters o f public authorities’ current expenditure on goods and services is 
revalued in this way, including over two-fifths which is expenditure on wages 
and salaries deflated by an index of changes in wage and salary rates. The same 
method is also used for most of the value of the physical increase in stocks and 
work in progress, for over half o f exports o f goods and services and for about 
two-fifths o f imports o f goods and services. For a fair proportion o f the com
ponents o f expenditure, including nearly half o f consumers’ expenditure, the 
basic data consist o f estimates of the actual quantities of goods purchased; 
the estimates of expenditure at constant prices are derived by attaching appropri
ate base-year weights to the indicators o f quantity. This method is also used for 
some o f the estimates o f changes in stocks, for over two-fifths of exports of 
goods and services and over half of imports o f goods and services. For ex
penditure on services changes in expenditure at constant prices are frequently 
represented by an independent, and often somewhat arbitrary, indicator of 
changes in the quantity o f services obtained. This method is used for some 
services purchased by consumers and for expenditure on certain services by 
public authorities; for the latter the indicator of changes in services obtained is 
generally the numbers employed.

The price indices implicit in any comparison between estimates of expenditure 
at current prices and estimates at constant prices reflect the methods by which 
changes in quantity are measured. In some cases, the movement in the implied 
price indices may not be the same as the movement in actual prices charged, 
because the latter may not relate to identical commodities or services in every 
year. In other cases, for example many of the estimates for services, the index of
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prices implied by the estimates is influenced by the arbitrariness o f the measures 
of changes in quantity. The implied price indices are based on weights o f the 
current year and provide a direct measure o f price changes only between the 
current year and the base year. Comparisons other than with the base year may 
be affected by changes in the pattern o f expenditure, which however are generally 
more important over longer than over shorter periods.

The expenditure method provides estimates o f gross domestic product, sub
divided by categories o f final expenditure, which are valued at market prices in 
the base year. Estimates o f the gross domestic product at factor cost are derived 
by subtracting estimates o f total taxes on expenditure less subsidies, valued at 
base-year rates, from the estimates at market prices. Formerly estimates were 
made o f each o f the various forms o f final expenditure at factor cost, but this 
procedure was dropped in favour o f the present practice because the estimates 
of total taxes on expenditure less subsidies are more reliable than separate 
estimates for each category o f  final expenditure.

The estimates o f indirect taxes at constant rates of tax present little difficulty. 
About half the total—the taxes on alcoholic drink, tobacco and hydrocarbon 
oils—is estimated by multiplying the physical quantity o f the taxable goods by 
the rates o f tax which applied in the base year. For ad valorem duties the pro
portion o f tax to market price in the base year is applied to the expenditure at 
constant prices in other years on the items concerned. The net rent or rateable 
value on which local authority rates are based is changed only occasionally; after 
allowing for these changes the procedure for estimating rates at constant prices is 
the same as for taxes charged on the basis o f  quantity. Estimates for subsidies arc 
more o f a problem and the methods used are approximate. The largest item, 
agricultural subsidies, consists mainly o f payments to farmers o f the difference 
between guaranteed prices for various agricultural products and actual prices 
in the market. The estimate at constant prices is obtained by applying the 
subsidy per unit for each product in the base year to the quantities marketed in 
other years. The central government and local authority subsidies for housing 
arc revalued by reference to the subsidy per house in the base year and subsequent 
changes in the stock o f such houses. TTie revaluation is carried out in rather less 
detail quarterly than annually.

Estimates o f gross national product at market prices and at factor cost are 
obtained by the addition of net property income from abroad, which is revalued 
at constant prices simply by dividing it by the price index implied by the estimates 
of imports of goods and services at current and constant prices. This procedure 
gives a measure of the change in the worth of the net income flow for purchasing 
imported goods and services. The treatment is possible only because the net 
flow has always been inwards; a different method o f deflation would have to be 
adopted for a net outward flow. In the United Kingdom accounts no attempt 
is made to revalue separately the gross flows of property income from abroad 
and property income paid abroad. The problem o f revaluing this income at 
constant prices reflects the difficulties o f using the income approach, referred to 
above (page 45).''̂ *

” 'Scc J. L. Nicholson, ‘The Effects of International Trade on the Measurement of Real 
National iDcomc’, The Economic Journal, Vol. LXX, September 1960.
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The production approach
The production method starts from the estimated contribution of each industry 
to the gross domestic product in the base year. The year-to-year changes in 
output, estimated by various measures of changes in the quantity of output, are 
combined with weights proportional to the estimated contribution to the gross 
domestic product in the base year. Changes in the gross domestic product are 
thus estimated by a base-weighted quantity index and the result is expressed as 
an index with the base year as 100.

The base-year weights are the estimated values of net output including de
preciation but excluding stock appreciation. These estimates are subdivided in 
the degree of detail necessary to provide estimates for the different sections of 
each industry, which are further subdivided in proportion to the estimated net 
output for each individual product.

It is then necessary to decide, in the light of the general principles mentioned 
above, the most suitable indicator to represent the movements in the output 
of each product. It is seldom possible to obtain a direct measure of changes in 
net output (that is, gross output minus input) as sufficient information is not 
normally available to enable both gross output and input to be estimated at 
constant prices. In practice, therefore, the change in net output is generally 
represented by a measure which relates to gross output, including the con
tributions of earlier stages of production. Any change, therefore, in the ratio of 
net to gross output at constant prices would result in the measure being, to that 
extent, inaccurate. For example, if a manufacturing firm decides to install its own 
electricity generating plant, the resulting increase in its net output would not be 
reflected in the measure of gross output of manufactured goods. Changes in the 
ratio of net to gross output can also be caused by changes in the amount or 
quality of workmanship incorporated in the product; by economy or extravag
ance in the use of materials; by changes in the degree of integration of industry; 
or by changes in costs of advertising or payments for other services per unit of 
output. Precise information about such changes is not usually obtainable.

Moreover, even the figures of gross output are not generally available for 
every grade and quality in which each commodity is produced; and without 
this kind of detail estimates of total output at constant prices cannot be entirely 
accurate. There may indeed be changes in quality or design from one year to 
another which are not susceptible of measurement; and sometimes, of course, 
entirely new commodities are produced. Difficulties of this kind are inherent 
in comparisons over time. In compiling the series for individual products it is 
frequently necessary to make approximations and adjustments because of dis
continuities in the data. The practical aim has been to make full use of all the 
detailed information which is available, or obtainable, and to marry the in
dicators to the weights in such a way as to obtain the maximum coverage of each 
industry, while avoiding duplication. The methods are summarised below. Full 
details of the weights and indicators used, together with further explanations of 
the methods used for particular industries, will be found in Chapter V.

The estimates from the production side incorporate the constituent indices of 
the official index of industrial production, which covers mining and quarrying, 
manufacturing industries, construction, and gas, electricity and water; these 
industries account for about half the gross domestic product. The problems 
involved in measuring changes in the output of industries covered by the index 
of industrial production are discussed in detail in the published description of
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the iadex<8) which also contaias full details o f the statistics used in compiling the 
index. Indicators o f quantities of goods produced account for nearly half o f the 
total weight of the index. Next most important are deflated values of output which 
account for just over one-third. Where no satisfactory measure of output is 
available, the indicator is generally the quantity of materials used but in a few 
cases the number o f persons employed has to be used.

The application o f the production method to industries outside the scope of 
the index of production was developed by the Department of Applied Economics 
of Cambridge University before official estimates were published.

For agriculture, estimates are made of the value of net output at constant 
prices. Estimates are made of the values o f gross output and of all items of 
input at constant prices. The difference between the estimate of total output and 
the estimate of total input, both at constant prices, provides the required 
estimate of net output.

There remain the industries providing various kinds of services, namely: 
transport and communication; distributive trades; insurance, banking and 
finance; professional and scientific services and miscellaneous services (Orders 
XIX to XXIII of the Standard Industrial Classification^ 1958). In all these 
industries, the general aim has been to use, wherever possible, a direct measure of 
output in terms of the actual quantity of goods handled, or o f services rendered, 
in conformity with the general principles outlined above (page 44). The services 
of retail distribution, for example, are measured by the volume of turnover; 
those of passenger transport by the number of passenger miles, and o f goods 
transport by the number of ton miles; the services o f building societies by the 
number of mortgage advances. For most of public education and health services 
and also for public administration and defence, employment is used as an 
indicator of output. For example, the services of the Forces and o f the police are 
represented by indices o f changes in the numbers employed which allow for 
changes in the numbers employed in the various grades.

It must be admitted that many of the indicators which are intended to represent 
changes in output provide only very rough measures of changes in the output of 
the industries in question. But even a crude measure of output is assumed to be 
preferable to an index based on the cost, at constant prices, of the factors of 
production engaged in producing the output. The latter method is only used 
faute de mieux, for example in public services, where it is difficult to find any 
suitable measure of services rendered.

The relative importance of the various types of indicators used in the annual 
estimates of output is summarised in the table at the top of the next page.

The production method is used in compiling estimates of the gross domestic 
product, subdivided by industry of origin, at constant factor cost. No attempt 
is made to estimate the gross domestic product, by industry of origin, at constant 
market prices. The allocation of indirect taxes and subsidies between different 
industries producing the gross domestic product would, indeed, be somewhat 
arbitrary; for example purchase tax, which is paid at the wholesale stage, might 
be allocated either to wholesale distribution or to the industries producing

The Index o f Industrial Production: Method o f  Compilation, Studies in Official Statis
tics. No. 7 (1959) and Economic Trends, March 1962.

'®‘Scc W. B. Reddaway, ‘Movements in Ihc Real Product of the United Kingdom/ Journal 
o f the Royal Statistical Society, Vol. CXIII, 1950; and C. F. Carter, ‘Index Numbers of the 
Real Product of the United Kingdom,* ibid. Vol. CXV, 1952.
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Type of indicator

Net output at constant prices.............................................................
Output indicators:

Quantity of output of goods .........................................................
Quantity indicators for services rendered ..................................
Value of output of goods revalued at constant prices...................
Value indicators for services rendered revalued at constant prices 

Input indicators:
Quantity of material inputs .........................................................
Employment ................................................................................

Percentage of 
total weight

100

the taxable goods. And taxes levied on imported goods account for about two 
fifths of total taxes on ex|^nditure. These difficulties are less important in some 
other countries, where estimates at market prices are made, than they are in the 
United Kingdom.

Consistency o f estimates at constant prices
In principle, the expenditure and output approaches to the measurement of gross 
domestic product at constant prices should lead to the same answer. So also 
should the income estimate, since the income and expenditure approaches aim to 
measure the same aggregate at current prices and the income data are revalued 
by the overall price index implied for expenditure. In the absence of full and 
accurate information there are many reasons why the three methods must be 
expected to give different results. Various approximations have to be used at all 
stages and could give rise to differences. These have been outlined in the de
scription of the methods given above.

Although the estimates obtained by the expenditure and output methods are 
largely independent every effort has been made in applying them to achieve 
mutual consistency. Thus the same principles have been followed in measuring 
the expenditure at constant prices on, and the output of, all final goods and 
services; wherever a choice has had to be made between using one method of 
measurement, or one set of data, rather than another (for example, physical 
quantities or deflated values), arbitrary differences have been avoided; and where 
estimates of expenditure at current prices are deflated for changes in prices, the 
price index is, wherever possible, of the Paasche type, using current-year weights, 
since this is consistent with the Laspeyre type of quantity index, using base-year 
weights.

In a few instances, the same basic statistics have been used in both sets of 
estimates. But in general the information used for the two methods is different, 
as explained above; it is only if an industry has no input from other industries 
that the two methods coincide. Thus an index of the change in net output at 
constant prices, at the last stage of production, would not be expected to show 
the same movement as an index of expenditure at constant prices on the final 
goods in question, which covers the output of all stages of production.

A detailed reconciliation of the two sets of results would be possible only if 
sufficient information were available to determine the contribution of each 
industry to each item of final expenditure. It would require a detailed input- 
output matrix for each year, which would have to be translated into constant 
prices. Since it is not yet possible to make this reconciliation, there is no way of
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determining which method is the more reliable, and one answer cannot be
regarded as more accurate than the other.

Although the results of the three approaches are not the same, the table below 
shows that agreement of estimated changes is fairly close, especially when taken 
over a long period. One noticeable feature of this table is the frequency with 
which gaps between the different series in one year disappear or even change sign 
a year later. This suggesU that many of the discrepancies in the year-to-year 
movements may be the result of timing differences between the three sets of data.

Gross domestic product at constant factor cost
1958 »  100

Based on 
expendi

ture 
data

Based on 
income 

data
f

Based on 
output 

data

Based on 
expendi

ture 
data

Based on 
income 

data

Based on 
output 

data

1948 7 8 0 78-8 79-8 1958 1000 100-0 100 0
1949 80-4 i 82-2 

84-5
82-6 1959 103 5 104-0 104-5

1950 8 3 0 85-7 1960 108-7 111-3 110-1
1951 8 6 0 1 87-2 87-6 1961 112-7 114-1 • 112-1
1952 8 6 0 87-2 87-0 1962 113-7 115-2 113-5
1953 9 0 0 90 1 90-5 1963 118-4 120-3 117-3
1954 93-2 94-1 94-3 1964 125-3 127-7 124-4
1955 96-4 98-1 97-5 1965 128-6 131-8 127-6
1956
1957

98-3
100-2

98-9
; 100-31

98-4
100-1

1966 130-6 133-3 129-6

As might be expected, the differences between the three estimates are more 
marked for quarterly changes than for annual changes. In particular, the 
expenditure and output approaches may from time to time show markedly 
different quarterly movements because the index of industrial production, which 
makes up half of the output estimates, is designed to estimate the rate of pro
duction and to allow for variations in the number of working days; nearly all 
of the expenditure data relate in principle to the calendar quarter, without 
adjustment for variations in its length.

Reliability
As has already been implied, it is very difficult to judge the reliability of the 
estimates at constant prices. Estimates of this nature are to some extent arbitrary 
and a guide to their reliability can only be given in the context of the principles 
adopted in their compilation. The accuracy of the estimates depends partly on 
how much expenditure or output has changed; for the base year there is no 
difference between the current and constant price estimates and the estimates 
become less reliable the further they are from the base year. The following 
remarks are no more than a very general guide to the reliability of the annual 
estimates, given in terms of the gradings described on pages 39 to 41.

The estimates of final expenditure at constant prices are less reliable than the 
estimates at current prices, except where the estimates at constant prices are 
based on detailed quantities purchased, because of uncertainties surrounding 
the process of deflation by price indices. The table below gives the reliability
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grading in terms of the absolute values in £ million at constant prices of the 
various components. The gradings in the table are appropriate to a year, say, 
three or four years away from the base year. The estimates for the latest year are 
less reliable than those for the latest year but one, but not sufficiently so to 
warrant a separate grading.

Reliability of annual estimates of major components at constant prices

Consumers’ expenditure ........................................................
Public authorities’ current expenditure on goods and services
Gross domestic fixed capital formation .................................
Value of physical increase in stocks and work in progress___
Exports of goods and services ................................................
Imports of goods and services ................................................
Adjustment to factor cost ........................................................
Gross domestic product...........................................................

The errors in the year-to-year changes, as opposed to the absolute values, are 
greater for the estimates at constant prices than for those at current prices (see 
page 40) and the reliability of the estimates of changes is less over longer periods. 
The estimates of changes in consumers’ expenditure at constant prices are 
measured more accurately than those in other forms of final expenditure because 
the estimates are based to a larger extent on detailed quantity information. The 
estimates of changes in part of public authorities’ current expenditure on goods 
and services and on gross fixed capital formation are weakened by the variable 
nature of some of the goods purchased which makes it difficult to distinguish 
quantity changes from price changes. A weakness of the estimates of changes in 
exports and imports of goods is that the statistics of quantities for some com
modity headings are not comparable over time because their commodity content 
may change. For some of the items in exports and imports of services the units 
to be revalued are difficult to specify.

The reliability of the estimates made by the production method varies con
siderably from one industry to another. For the estimated movements in output, 
the description of the margins of error must be interpreted as applying to the 
error in the absolute annual index, based on 100, and not to the percentage 
change shown by that index.

The index numbers for agriculture, mining, manufacturing industries, and 
gas, electricity and water, are probably the most reliable. The accuracy of indices 
of the output of these industries over periods of up to, say, five years may be 
described as good, and over longer periods as fair. The reliability of the inffices 
for construction, transport and communication and the distributive trades over 
relati\ely short periods of up to, say, five years, but depending partly on the 
extent of the changes, may be described as fair. The reliability of the indices for 
the other four orders of the Standard Industrial Classification, 1958 (insurance, 
banking and finance; public administration and defence; professional services; 
and miscellaneous services) varies a great deal between the different subdivisions 
of each group and depends, to some extent, on acceptance of the underlying 
concepts. For each of these groups as a whole, and allowing for compensation 
between errors in the estimates for constituent sections, the indices covering 
periods of not more than say, five years, may be regarded as fair. It must, how-
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ever, be remembered that, outside the field of the index of industrial production, 
many of the estimates for the latest year and some of the estimates for the 
previous year may subsequently be revised, as the basic data gradually become
available.

3. SEA SO N A LLY  A D J U S T E D  E ST IM A T E S

For each of the quarterly measures of gross domestic product, estimates are 
made of the regular seasonal fluctuations in the series and the measures are 
published on a seasonally adjusted basis. Some of the sector accounU are also 
adjusted for seasonal fluctuations. The general principles followed in making 
these adjustments are the same throughout the accounts and the discussion of 
them is therefore brought together in this section.

General principles o f seasonal adjustment
Descriptions of various methods of calculating seasonal adjustments will be 
found in most elementary textbooks on statistical methods.Jio* The method most 
commonly used in the United Kingdom national accounts is the ratio to moving 
average method, which in its simplest form comprises four basic stages:

(0 The original series is first adjusted to eliminate, as far as possible, the 
elfects of certain special factors which would otherwise obscure the normal 
seasonal fluctuations. Examples of such special factors are the exceptionally 
severe winter of 1963, the anticipation of tax changes, and strikes.
(ii) Thc trend in this adjusted series is estimated by calculating moving 
averages.
(iii) Percentage deviations of the adjusted series from the trend are calculated 
for each quarter and the average of these deviations for the same quarter in 
successive years is taken to represent the average seasonal adjustment factor 
for that quarter.
(iv) The seasonal adjustment factors are applied to the adjusted series and the 
special factors are then added back to arrive at the seasonally adjusted estim
ates of the original unadjusted series.
The method is applied with varying degrees of sophistication, according to the 

size and regularity of the seasonal fluctuations in the original series. For example, 
some series are adjusted to allow for the date of Easter, which may fall within the 
first or second quarters of the calendar year, but most series are not; the calcu
lation of the seasonal adjustment factors may allow for trends in the seasonal 
factors over time; exceptionally large deviations from the trend may be excluded 
from the calculation of the average seasonal adjustment factors; the calculation 
may be based on as long a period as ten years, or it may be restricted to a few 
years, especially, for example, when the source of the information has changed 
or where the coverage of the series has been revised. In some cases, where 
the seasonal fluctuation is relatively small and the level of the series has not 
changed significantly, the seasonal adjustments may be calculated from absolute

'»o>Scc, for example, R. G. D. Allen, Statistics for Economists; Taro Yamane, Statistics, An 
Introductory Analysis; P. H. Karmcl, Applied Statistics for Economists: A Course in 
Siatisticat Methods.
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rather than percentage deviations. For a few series, for example, stock apprecia
tion, there appear to be no regular seasonal fluctuations and no seasonal adjustment is made.

Many of the seasonal adjustment calculations are done on electronic com
puters using more refined versions of the basic method described above. The 
method most commonly employed is a variant of Method II of the United States 
Bureau of the Census.'^* A  set of computer programmes developed by the Board 
of Trade is also used. The simplest ratio to moving average method, giving one 
average seasonal adjustment over the period, is also used a good deal, partly because of the limitations of the basic quarterly data.

It is not possible to devise a unique set of seasonally adjusted figures; the 
estimates depend upon the methods used and are to some extent subjective.*The 
series will differ according to the length of the period on which the seasonal 
adjustment calculations are based, and according to the method of calculation. 
The estimates for the latest quarters are particularly uncertain as the seasonal 
adjustment has to be based on fluctuations in previous years and the pattern of 
seasonal fluctuation may change. More commonly, it has to be decided whether 
to use for the latest year the average seasonal adjustment in recent years or a 
projection of the trend in that ratio. The original unadjusted series are subject to 
error and the adjustment for seasonal factors adds a further uncertainty.

Throughout the national accounts, seasonal adjustments are calculated on 
component series, in as fine detail as is judged appropriate. The published 
seasonally adjusted series are the sura of the seasonally adjusted components. 
The application of this procedure ensures that the quarterly accounts balance 
in the same way as the annual ones. Also, in all cases the seasonally adjusted 
estimates for each calendar year are themselves adjusted before publication to 
sum to the total of the unadjusted estimates for the calendar year. This procedure 
is followed even when the basic data relate to the government financial year 
ending in the first quarter. Most of the public sector data are on this basis and the 
sum of the seasonally adjusted estimates for the financial year may differ from the basic unadjusted data.
Income
The seasonally adjusted income estimates are built up in much less detail than 
those for expenditure which are described below. Within wages and salaries, that 
part of the estimate which is based on PAYE returns, and accounts for over 90 
per cent of total wages and salaries, is seasonally adjusted as one series, generally 
using the variant of Census Method II. The quarterly estimate for the civil 
service requires no seasonal adjustment and the other items are seasonally 
adjusted in total. A small seasonal adjustment is made for fluctuations in pay
ments to the Forces. Employers’ contributions are not adjusted: there appears to 
be no quarterly variation in national insurance and health contributions and 
quarterly estimates of other contributions are interpolations of annual figures. 
The series for company profits is seasonally adjusted in total, and so is the series 
for the trading surplus of public corporations. No seasonal adjustment is made 
to the trading surplus of other public enterprises, or to income from rent. There 
is little information on quarterly variations in income from self-employment and

<i»*JuJius Shiskin, Electronic Computers and Business Indicators, Occasional Paper 57, National Bureau of Economic Research, New York, 1957.
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the series for farmers’ income and income of professional persons arc largely 
interpolated. The quarterly indicators used to estimate the income of other sole 
traders and partnerships show some seasonal fluctuations and the series is 
seasonally adjusted as one item.
Expenditure
The seasonally adjusted estimates of expenditure arc built up in considerable 
detail. Much of this detail for the constant price estimates is published. At 
current prices the seasonally adjusted estimates are built up in less detail and only 
the estimates of total consumers’ expenditure, exports and imports of goods and 
of services, total final expenditure and gross domestic product are published.

The seasonally adjusted estimates of consumers’ expenditure at constant prices 
are built up from 38 separate seasonally adjusted components, and 13 separate 
components are published. The seasonally adjusted current price estimates, which 
are published only in total, are built up in the same detail, except that for a few 
series where the value of expenditure has been affected by tax changes the 
seasonal factors calculated for the constant price estimates are assumed to apply 
to the current price series. This assumption is satisfactory because there arc no 
seasonal fluctuations in the relevant price indices.

Central government current expenditure on goods and services at constant 
prices is divided into three parts for seasonal adjustment. Expenditure on defence 
and on the national health service are seasonally adjusted separately. N o adjust
ment is made to the remaining expenditure which does not show reguhir seasonal 
fluctuations. Current expenditure on goods and services by local authorities is 
seasonally adjusted in two parts: education and other. One estimate is published 
of the total of public authorities current expenditure on goods and services at 
constant prices. An estimate is calculated at current prices, based on one seasonal 
adjustment of the total, but is not separately published: it is used in compiling 
the published estimate of total final expenditure at current prices.

Expenditure at constant prices on gross domestic fixed capital formation is 
seasonally adjusted in over 40 separate component scries for the analysis by 
industry group, the types of asset being considered separately for most industry 
groups in order to provide consistent estimates for the asset analysis. In the 
sector analysis, eight series arc adjusted separately within public authorities, and 
15 within public corporations; the private sector scries is then derived as a 
residual from the total determined by the industry analysis. The seasonal 
adjustment of estimates of the physical increase in stocks is carried out for 18 
separate scries within manufacturing, and for eight other scries in the distributive 
trades and other industries. All of these adjustments are worked out from the 
quarterly variations in the total of stocks held at constant prices, and not from 
the changes in the total. For the compilation of the seasonally adjusted estimates 
of total final expenditure at current prices the overall seasonal adjustments from 
the constant price series for fixed capital formation and the value o f the physical 
increase in stocks are applied to the current price estimates as there arc no 
significant seasonal fluctuations in prices; these seasonally adjusted series are 
not separately published.

Estimates of exports and imports of goods arc seasonally adjusted in total. 
These estimates of course relate to exports and imports as measured for the 
balance of payments; the Board of Trade publish detailed seasonally adjusted 
figures of exports and imports as they appear in the Trade Accounts. The main
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groups of services—government, shipping, civil aviation, travel and the rest—are 
seasonally adjusted separately; the estimates are made separately and in the same 
detail at constant and current prices. Most of the components of the current price series are published in the balance of payments accounts.

The adjustment to factor cost at current prices is built up from three main 
parts: central government taxes on expenditure and total subsidies are adjusted 
separately and local authority rates require no adjustment since the estimates 
relate to accruals and not to cash receipts. The constant price estimates for the 
earlier years were built up in the same detail but from 1963, when more in
formation became available, an adjustment is also made in much greater detail for the main central government taxes.
Output
Separate seasonally adjusted estimates are published for eight industry groups: 
agriculture, forestry and fishing; mining and quarrying; manufacturing; con
struction; gas, electricity and water; transport and communication; distributive 
trades; and other services. The quarterly series for gross domestic product is a 
weighted average of these components. Forms of the ratio to moving average 
method of seasonal adjustment are used throughout, a variant of Census Method II being used for many of the series.

For agriculture, it is virtually impossible to measure work done on a quarterly 
basis and the quarterly figures are interpolations of the annual series (see page 
88). Quarterly unadjusted index numbers are estimated for forestry and fishing and these two series are seasonally adjusted separately.

For the index of industrial production industries, monthly unadjusted and 
seasonally adjusted series are also published in the Monthly Digest o f Statistics, 
and the quarterly series are simple averages of the monthly figures. A general 
description of these series has been published with the description of the index.'i2) 
Manufacturing industry is seasonally adjusted as one series. Mining and quarry
ing, construction, and gas, electricity and water are adjusted separately.

Transport and communication is seasonally adjusted as a whole, as are the 
index numbers for the distributive trades. Within the series for other services, 
insurance, banking and finance, professional and scientific services and miscel
laneous services are seasonally adjusted separately. There is virtually no seasonal 
fluctuation in the series for public administration and defence and ownership of 
dwellings and no adjustments are made to them.
Sector accounts
In addition to the estimates of gross domestic product, some of the sector 
accounts are published on a seasonally adjusted basis. The personal income and 
expenditure account is seasonally adjusted and published in Economic Trends 
and the Monthly Digest o f  Statistics. The additional seasonal adjustments 
required for this account are to income from current grants from public authorit
ies, income from rent, dividends and net interest, and payments of United 
Kingdom taxes on income. The seasonal adjustment to income from current 
grants is not large: it is based on separate consideration of regular quarterly

Index o f Industrial Production: Method o f Compilation, Studies in Official Statistics, No. 7, 1959.

1 insurao*̂

1.
a

•  He coop®; (  0CS.

i Seasonally adjusted estimates ( 
; personal sector, companies and
; W ' n i e t f t o  accounts juste
! of private sector saving and the p

Total saving is equal to total i 
ipart from the residual error. . 

j capital formation, the value of th 
obtained for the estimates of gro 
estimates of net investment abre

f̂ accounts. No seasonal adjustmeol 
the amounts involved are not larj 
formation in fixed assets and in sti

^ lectors mainly because the seasoi
,1 imate; the t^'o forms of capital I
■

: adjustment is used consis
»ith that for lied  capital fonnati(sectors.

t

. I

a*'.
= .  m \

CO
= CM



” aviafi,̂

PaymeQt5̂ ®P0Qents of ^  ■
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fluctuations in national insurance benefits and in grants from the central govern
ment, and in grants from local authorities. The seasonally adjusted receipts of 
rent, dividends and net interest are derived as a residual from seasonally adjusted 
estimates of the rent, dividend and interest flows between the other sectors. The 
seasonally adjusted estimates of total United Kingdom tax payments are built up 
from seasonally adjusted estimates of the various categories of tax, allowing 
where possible for changes in the rates of taxation.

The company appropriation account is published on a seasonally adjusted 
basis in Financial Statistics. Rent and non-trading income is mainly estimated on 
an accruals basis and is not seasonally adjusted. The published scries for income 
from abroad, dividends on ordinary shares, other interest payments and profits 
due and taxes paid abroad are each seasonally adjusted in aggregate. United 
Kingdom tax payments are adjusted in two parts: the payments of tax made to 
the Inland Revenue and the tax deducted from payments of dividends, which is a 
negative item within the published figure of tax payments. In 1966 the seasonal 
pattern changed because of the introduction of corporation tax and the change 
in arrangements for taxation of dividends and interest.

Seasonally adjusted estimates of the net acquisition of financial assets of the 
personal sector, companies and the public sector are published in Financial 
Statistics. The two accounts just described provide seasonally adjusted estimates 
of private sector saving and the public sector estimate is obtained as a residual. 
Total saving is equal to total investment, including net investment abroad, 
apart from the residual error. Seasonally adjusted estimates of gross fixed 
capital formation, the value of the increase in stocks and the residual error are 
obtained for the estimates of gross domestic product. The seasonally adjusted 
estimates of net investment abroad are taken from the balance of payments 
accounts. No seasonal adjustments have been made to capital transfers because 
the amounts involved are not large. A combined figure is published for capital 
formation in fixed assets and in stocks and work in progress by each of the three 
sectors mainly because the seasonal adjustments to the latter are very approx
imate; the two forms of capital formation are in fact adjusted separately. An 
overall adjustment is used consistent with that for all sectors combined, and 
with that for fixed capital formation at constant prices by the public and private 
sectors.
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Chapter IV

Published Tables
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1. THE O R G A N ISA T IO N  OF PU BLISH ED  TABLES

T H E  B L U E  B O O K  T A B L E S

iW
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The presentation in the Blue Book of the statistics of national income and 
expenditure follows so far as possible the systematic exposition of sector 
accounts described in Chapter II, but incorporates, in addition, a number of 
other tables which are not formally a part of the national accounting structure. 
The arrangement of the 1967 Blue Book is as follows:

General tables

 ̂ ■ T in  are drawn fro®  ^

o fS u M cs.

f-iU;rt>! rVai:'-

. *
\y-. Ill

.1''LV:

Summary tables. This section contains the basic national accounts. 
Expenditure and output at constant prices. This section contains summary 
tables showing the major components of expenditure at constant market 
prices and of output, by industry groups, at constant factor cost. 
Industrial input and output. In this section are assembled certain tables 
showing an analysis by industry, as opposed to an analysis by sector.

TflE ^

Sector tables

The national income and balai 
just before the Budg^ is presec 
preliminary estimates o f the firs 

Preliminary estimates are alf 
1967 Blue Book tables:
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'C*'i VII.

The personal sector. This section is devoted to a detailed analysis of 
certain aspects of the income, expenditure and saving of the personal 
sector. The capital account is also given.
Companies. This section shows appropriation and capital accounts both 
for industrial and commercial and for financial companies. An industrial 
analysis of trading profits is given for all companies.

VI. Public corporations. This section gives operating, appropriation and 
capital accounts for public corporations. The appropriation and capital 
accounts are analysed by industry.
Central government. This section gives current and capital accounts for 
the central government. The National Insurance Funds are included in 
the central government but a separate account is also given for them.

VIII. Local authorities. This section gives current and capital accounts for local 
authorities.

IX. Combined public authorities. This section gives accounts for central 
government and local authorities combined, together with some analysis 
of expenditure on goods and services, tax receipts and subsidies.

X. Public sector. This section contains accounts for central government, 
local authorities and public corporations combined, together with a 
detailed functional analysis of their combined expenditure.

Table 14. Expenditure a
Table 15. Index number
Tables 27 and 28. Consi
Tables 54,58 and 59. Gi
Tables 69 and 70. Vale 

progress
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Capital and financial accounts
XI. Capital formation. The first group of tables in this section brings together 

data on gross domestic fixed capital formation by sector, industry and 
type of asset. Estimates are given of capital consumption and capital 
stock. In subsequent tables investment in stocks and work in progress is 
analysed by sector and industry'.

XII. Financial accounts. The summary table brings together the capital 
accounts of the various sectors to show the derivation for each sector of 
the net acquisition of financial assets. Subsequent tables show the changes 
in individual forms of assets and liabilities within this net total, so far as
they can be identified.

The tables in sections IV-XU and the sources of information used, are des
cribed in detail in succeeding chapters of this book. Many of the tables in 
sections I-Ill are drawn from these fuller tables and are described in the relevant 
chapters. Following sections of this chapter give some description of the tables 
in sections I-III, with special attention to those tables which do not receive full
treatment elsewhere.

Selected tables from the Blue Book arc also published in the Arviual Abstract 
o f Statistics,

T H E  W H I T E  P A P E R  T A B L E S

The national income and balance of payments White Paper which is published 
just before the Budget is presented to Parliament in March or April. It contains 
preliminary estimates of the first eight summary tables given in the Blue Book.

Preliminary estimates are also given for shortened versions of the following 
1967 Blue Book tables:

Table 14. Expenditure and output at 1958 prices

Table 15. Index numbers of output at constant factor cost

Tables 27 and 28. Consumers’ expenditure
Tables 54, 58 and 59. Gross domestic fixed capital formation
Tables 69 and 70. Value of physical increase in stocks and work in 

progress

Included in the notes arc preliminary estimates of depreciation.

T H E  Q U A R T E R L Y  T A B L E S

The quarterly tables follow as far as possible the arrangement of the annual 
tables. All the main summary tables given in the Blue Book are presented 
quarterly, with .summarised versions of the other tables included also in the 
White Paper. The tables, listed below, arc published quarterly in Economic 
Trends with a commentary. Tables A to D and J to M are also published in the 
Monthly Digest o f StatistieSy and Tables F and G in Financial Statistics. The 
appropriation accounts of companies and public corporations, which are 
combined in Table E, are also shown separately in Financial Statistics.
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Economic Trends tables 1967 Blue 
Book table 

numbers

M

Expenditure on the gross domestic product ..............  1, 14
Factor incomes in the gross national product............  1
Index numbers of output at constant factor cost........  15
Personal income, expenditure and saving ..................  2, 22
Corporate income appropriation account ........................  3
Current account of central government including

National Insurance Funds ............................................. 4, 41
Current account of local authorities................................. 5, 45
Combined capital account ..................................................  6
International transactions....................................................  7
Consumers’ expenditure......................................................  27, 28
Gross domestic fixed capital formation: analysis by

industry group ................................................................  58, 59
Gross domestic fixed capital formation: analysis by

sector and type of asset....................................................  54
Value of physical increase in stocks and work in 

progress............................................................................  69, 70

Tables A, B, D, F, J, K, L and M have been published on a consistent basis 
from 1955. Table C is carried back only to 1958. The remaining accounts pub
lished in Economic Trends (Tables E, G, H and I) have all been carried back to 
1961. The appropriation account for companies has, however, been published 
from 1960 and that for public corporations from 1959. A long run of figures is 
given each year in the October issue of Economic Trends.

The arrangement of the quarterly tables differs slightly from that in the Blue 
Book, because of differences in presentation and in the amount of information 
available. Table A relates to the gross domestic product, while Table 1 of the 
Blue Book relates to the gross national product. All the expenditure tables 
include estimates at current and constant prices, and the constant price estimates 
are seasonally adjusted. Factor incomes (Table B) and the personal income and 
expenditure account (Table D) are also seasonally adjusted. The seasonally 
adjusted appropriation account for companies is shown in Financial Statistics.

The main difference between the quarterly and annual tables arises in the 
treatment of additions to reserves. The annual accounts include estimates of 
changes in reserves for dividends and interest and for taxes on income. In the 
quarterly accounts dividends and taxes on income are estimated on a payments 
basis, and no provision is made for changes in reserves, which are therefore 
included in the quarterly estimates of saving.

Quarterly financial accounts on the same basis as the annual tables have been 
published from 1963 in Financial Statistics. All of the tables in the financial 
accounts sector of the Blue Book are published quarterly, except the table 
showing the acquisition of the financial assets of the public sector by other 
sectors. However, all the quarterly information necessary to compile the latter 
table is available in Financial Statistics. A summarised version of the table on the 
net acquisition of financial assets is also published on a seasonally adjusted basis. 
Financial Statistics also contains much of the basic material, some of which is 
available monthly, from which the financial accounts are assembled.
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Table 1. Gross national product
Table 1 in the Blue Book contains a summary presentation of the national 
income and expenditure. One part o f the table shows the expenditure flows 
which generate the gross national product, these flows being expressed at 
market prices but adjusted at the foot o f this part of the table to factor cost. 
The other part shows the different kinds o f income payment arising from the 
economic activities which result in production.

Gross natiooal product, 1966
£ million

Expenditure Factor incomes

Consumers’ expenditure................ 24,116 Income from employment ........ 22,437
Public authorilies’ current expen Income from self-employment‘s* 2,470'2>

diture on goods and services . . 6,391 Gross trading profits of com
Gross domestic capital formation: panies'* * ............................... . . . 4,646*2 *

Fixed capital formation .......... 6,635 Gross trading surplus of public
Value of physical increase in corporations'** ......................... 1,038

stocks and work in progress.. 209 Gross trading surplus of other
public enterprises'**................. 98

Total domestic expenditure at Rcnt'i* ........................................... 1,949
market prices ............................ 37,351

Total domestic income before
Exports and property income from providing for depreciation

abroad ........................................ 8,640 and stock appreciation .......... 32,638
less Imports and property income less Stock appreciation................. -351

paid abroad................................ -  8,455 Residual error............................... -1 6 0

less Taxes on expenditure............ -  5.596 Gross domestic product at factor
^iiKcMiac 558 c o s t ............................................. 32,127

Net property income from abroad 371

Gross national product (gross
national expenditure at factor Gross national product (national
c o s t ) ............................................ 32,498 income and depreciation) . . . . 32,498

Source: 1967 Blue Book, Table 1 
n'Before providing for depreciation and stock appreciation.
*2*Aftcr deduction of payments of selective employment tax and before allowing for refunds 

or premiums due but not yet received. 
o'Beforc providing for depreciation.

This table contains the elements of what was described as the United Kingdom 
production account (page 25). The table may be regarded as a consolidated 
account of the productive activity of the economy as a whole considered as a 
giant firm. The items of income may then be considered as payments by the 
firm to the different factors of production which it employs. These payments are 
carried forward as receipts into the income and expenditure accounts of the 
different sectors and represent their whole receipts from production, to which 
may be added other receipts from grants and other unrequited flows. The items 
of expenditure are receipts by the firm from all sales of goods and services to
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final users. These sales are made, so to speak, to the sectors, including residents 
abroad, purchasing goods and services and appear in their expenditure either on 
income and expenditure account or on capital account.

Some rearrangement of Table 1 is, however, required if it is to be used as a 
production account. Imports o f goods and services, and taxes on expenditure, 
which appear in Table 1 as deductions from final expenditure at market prices! 
should be shown as payments by the firm to residents abroad and to the public 
authorities sector, respectively. Consumers’ and public authorities’ expenditure 
abroad is not a sale from the United Kingdom production account or a payment 
out of this account, and must therefore be excluded from final expenditure and 
from imports. Property incomes paid to and received from abroad are treated 
as transfer payments and do not flow through the United Kingdom production 
account; they are therefore omitted. Purely as a matter of convenience stock 
appreciation is treated as a sale by the firm and not as a deduction from incomes.

Table 1 of the Blue Book, rearranged in the form of a production account, is 
shown in the table below.

United Kingdom production account, 1966
£ million

Receipts Payments

Consumers’ expenditure at home 
Public authorities’ current expendi

ture on goods and services at 
home ........................................

23,709

6,223
6,844

351
6,939

558

Income from employment ........
Income from self-employment . .  
Gross profits and other trading

inmmft

22,437
2,470

5,782
1,949
6,550
5.596

Gross domestic capital formation
Stock appreciation........................
Exports of goods and services . . .  
Subsidies..........................................

R e n t .............................................
Imports of goods and services . . .  
Taxes on expenditure ................

Total payments............................
Residual error..............................

44,784
-1 6 0

Total .............................................. 44,624 Total ........................................... 44,624

Source: 1967 Blue Book, Tables 1, 7 and 27 and unpublished estimate

Table 1 as set out in the Blue Book, however, is designed as a summary table 
of all the main flows leading up to the total of gross national product at factor 
cost which is generally regarded as the most significant aggregate. The aggre
gates shown in the production account above, on the other hand, have no 
particular significance in the system.

The items in Table 1 are shown gross, before providing for depreciation. An 
estimate of capital consumption is given at the foot of the table and deducted 
from the gross national product to arrive at the national income.

Tables 2 to 5. Income and expenditure accounts
Summary tables 2 to 5 need not be described at length since they are all ex
plained in detail in subsequent chapters:

Table 2. Personal income and expenditure— t̂his is the income and 
expenditure account of the personal sector (see Chapter VI).
Table 3. Corporate income appropriation account—the combined 
appropriation accounts of companies (see Chapter VII) and public
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corporations (see Chapter VHI). It is not strictly a consolidated account 
because interest and dividend payments between companies and public 
corporations have not been eliminated.
Table 4. Current account of central government including National 
Insurance Funds—the income and expenditure account of central govern
ment (see Chapter IX).
Table 5. Current account of local authorities—the income and expendi
ture account of local authorities (see Chapter X).

Table 6. Combined capital account
This table brings together the capital accounts for all sectors of the economy. 
A capital account is included in each of the sector sections of the Blue Book and 
the sector accounts are described in subsequent chapters. The presentation of 
the combined capital account differs from that of the sector accounts in that 
stock appreciation is deducted from receipts and only the value of the physical 
increase in stocks is shown on the payments side of the account. In the national 
accounts the gain arising from the appreciation of stocks is a capital gain and 
not part of income; to be comparable with the valuation of investment in fixed 
assets, the investment in stocks and work in progress must be valued at current
prices (see pages 17 and 18).

Table 6 shows separately the receipts on capital account of each sector from 
savings, which arc the excess of current income over current outlay, brought 
forward from Tables 2 to 5. The savings of persons, companies and public 
corporations, as explained in the notes on the tables from which they are drawn, 
are estimated after deducting accruals of taxes arising from each year’s income, 
since it is felt that accruals—rather than taxes actually paid which may relate 
to the income of earlier years—are the more significant charge against the 
current year’s income. On the other hand, the savings of the centra! government 
arc reckoned after crediting only the taxes actually received. The difference 
between the tax accruing on the income of the tax-paying enterprises and the 
taxes actually paid is treated as though transferred from the appropriation 
accounts of the enterprises not to central government but to a notional tax 
reserve; it is nevertheless a source of funds for temporary investment. Hence 
the payments into this reserve are shown as receipts in Table 6. The analogous 
differences between provision for dividends and interest and actual payments are 
treated in the same way and the additions to dividend and interest reserves are 
also shown as receipts in Table 6. The figures of savings are before providing 
for depreciation and stock appreciation, and stock appreciation is deducted as 
a separate item. When the sector capital accounts are combined, capital transfers 
between sectors cancel out and the receipts in Table 6 therefore include only 
capital transfers from abroad. For the private sector, no distinction is made 
between current and capital transfers from abroad and capital transfers from 
abroad relate to receipts by the central government.

Conceptually, the total of savings after deducting stock appreciation, together 
with capital transfers from abroad, represents the total funds available for gross 
investment. However, there are discrepancies between the income and expendi
ture data from which the estimates of savings are derived as a residual. The 
overall difference between the income and expenditure data, the residual error  ̂
has to be brought into the table in order to preserve the balance between total 
receipts and total payments. The nature of the residual error is explained on
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page 39. It is presented as a form of income (positive or negative) and thus of 
savings, which is not attributable to any sector.

The payments in Table 6 represent the gross investment, or additions to 
wealth, for the nation as a whole. Investment is measured gross in the sense that 
It is before deduction of depreciation on domestic fixed assets. Gross investment 
takes three forms: domestic investment in fixed assets (such as plant and build
ings), investment in stocks and work in progress (materials, partly finished 
products and goods awaiting sale) and net investment abroad. The first two 
represent investment in physical assets and the latter is regarded as investment in 
financial assets, although it does include investment in physical assets held 
abroad. The estimates of gross domestic fixed capital formation and of the value 
of the physical increase in stocks are described in Chapters XII and XIII re
spectively. Net investment abroad represents the net increase in the value of 
overseas assets acquired by United Kingdom residents less the net increase in 
the value of assets in the United Kingdom acquired by non-residents. It is equal 
to the current balance in the balance of payments accounts, except in the years 
1947 to 1951 when certain capital grants from overseas governments were not 
taken into account in arriving at the current balance. Net investment abroad is
taken from the international transactions account (Table 7) and is further 
described in Chapter XV.

The total of investment may be related to the size of the gross national
product, the amount of investment is a measure of the resources applied to the
renewal and expansion of the nation’s productive assets at home and abroad
The comparison shows at the same time the proportion of income devoted to
saving as distinct from current consumption. The total of investment may also be
related to the initial stock of assets to show the extent of the increase in the 
national wealth.

An alternative arrangement of the sector capital accounts is given in the
section on financial accounts (Table 72 of the 1967 Blue Book) and described in 
Chapter XIV.

Table 7. International transactions
This is a combined account which incorporates items from the United Kingdom 
production account and from the current and capital accounts of the domestic 
sectors. It sets out in very summary form the principal elements in the balance 
of payments. The account is described in detail in Chapter XV.

Table 8. Gross domestic product at factor cost
This table brings together the various estimates of gross domestic product at 
factor cost. They are shown in index number form, with the base year for the 
constant price estimates as 100.

The estimate of gross domestic product at current prices based on expenditure 
data is given in Table 1. The corresponding estimate based on income data is 
equal to the sum of factor incomes and can be derived from Table 1 by deducting 
stock appreciation from total domestic income.

The estimate of gross domestic product at constant prices based on expendi
ture data is given in Table 14. The estimate based on income data is derived by 
deflating the income estimate of gross domestic product at current prices by the 
price index for gross domestic product implied by the current and constant price 
estimates based on expenditure data. This price index is given in the table on
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index numbers of costs and prices (Table 16) as the index of total home costs. 
The estimate based on output data is given in the table on index numbers of 
output at constant factor cost (Table 15),

Table 9. Shares in the gross national product
Two alternative analyses are presented of the distribution of the gross national 
product between categories of income. The right-hand side of the table on 
page 61 (Table 1 in the Blue Book) shows the gross incomes received by factors 
of production before redistribution through payments of dividends and interest 
and transfers, or taxes on income. For some purposes it is more convenient 
to show the distribution of the gross national product after such transfers. 
In the first part of Table 9, therefore, factor incomes are still shown before 
deducting taxes on income, but transfers in the form of current grants from public 
authorities (national insurance benefits, etc.) and receipts of dividends and net 
interest, are added to personal income; the income of companies and public 
corporations is then shown after net payments of dividends and interest, and a 
negative income is shown for public authorities. In the second part of Table 9, 
the redistribution is carried a stage further; taxes on income are deducted from 
the income of the personal sector and from the incomes of companies and public 
corporations. The income attributed to the personal sector thus' becomes its 
disposable income after accruals of taxes on income; and that attributed to 
companies and public corporations is equal to the gross savings of these sectors.

Table 10. The composition o f final output
This table shows the primary input content of total final output at market prices, 
divided between factor incomes, imports and taxes on expenditure less subsidies. 
Total final output is the value at market prices, of home produced and imported 
goods and services available for private and public consumption, investment and 
export. It is equal to total final expenditure and the residual error is included 
in it.
Table 11. Gross national product by industry
This table shows the gross national product divided by industry of origin; it 
shows the total factor incomes originating in each industry, before providing 
for depreciation and stock appreciation. The total of factor incomes originating 
in each industry is equal to the net output or value added of that industry, that 
is its contribution to the gross national product, plus stock appreciation. Stock 
appreciation is included in each industry’s contribution because of the diffi
culties of making separate estimates for each industry. The table is a summary of 
Table 17 which shows, where possible, the separate forms of factor income.

Table 12. Gross national product by category o f expenditure
In this table estimates of expenditure are given at both market prices and factor 
cost (that is, with taxes on expenditure subtracted and subsidies added). The 
estimates of domestic expenditure at market prices are the same as those in 
Table 1. The estimates of exports of goods and services at market prices are 
taken from Table 7, as are the estimates of imports of goods and services. The 
estimates at market prices of gross domestic product and gross national product 
shown in this table thus include all United Kingdom taxes on expenditure less 
subsidies. They include taxes on expenditure levied on imports, in addition to 
taxes on the various components of the gross domestic product.
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The view may be taken that market prices of imports, as of other goods 
must include any taxes which they attract, since it is the price including duty 
which the purchaser has to pay, and which therefore affects substitution at the 
margin between different commodities, whether home produced or imported*i>. 
Thus, the estimates at market prices of the gross domestic and national pro
ducts, which exclude imports, should also exclude taxes on imports. This 
definition does not conform to that proposed by the United Nations‘2> and the 
estimates published in the Blue Book follow the international definition in order 
to facilitate comparisons. Estimates conforming with the alternative definition 
can be obtained by using the figures of taxes on expenditure levied on imports 
published in the notes to the Blue Book. These figures are of the amounts paid 
in customs duty on imports of merchandise arriving in the country or on with
drawals from bond. The figures include the duties on the quantities withdrawn 
from bond during the year and not those on the quantities actually imported 
during the year in such cases as tobacco, when the duties are normally paid on 
withdrawal from bond. The temporary charge on imports from 1964 to 1966 is 
included. Excise duties, such as purchase tax, on imports are not included, since 
separate figures are not available but the amounts involved are relatively small. 
An allowance is deducted for payments of export rebate in respect of hydro
carbon oil duty.

The estimates at factor cost in the lower part of the table involve allocating 
taxes on expenditure and subsidies between the various forms of final expendi
ture. The allocation of taxes and subsidies used in this table is taken from Table 
50. Some of the difficulties of making this allocation are explained on page 327 
and the allocation must be regarded only as an approximation. In particular, it 
is not practicable to allocate taxes and subsidies specifically to stockbuilding: 
hence the factor cost of the increase in stocks is combined with that of fixed 
capital formation.

Table 13. Gross national product by sector and type o f income and employment by 
sector
This table shows the contribution of the production activity of each sector of the 
economy to the gross national product and gives estimates of numbers employed 
in each sector. The changes in the figures for the sectors are affected by changes 
in classification, principally the incorporation of businesses and nationalisation 
or de-nationalisation of companies. In particular, there is a break in the series 
from April 1961 when the Post Office is treated as a public corporation instead 
of as a central government trading enterprise.

The contribution to gross national product is divided between income from 
employment, income from self-employment, profit incomes and rent. The 
factor incomes are distributed according to the sector of employment and not 
according to the sector to which they are paid.

Total income from employment is estimated mainly from tax assessment 
data; the estimates are described in Chapter VI. Income from employment

‘lA  fuller discussion of the problem is contained in ‘National income at factor cost or 
market prices?* by J. L. Nicholson, Economic Journal, Vol. LXV, June 1955.

‘2A System o f National Accounts and Supporting Tables, United Nations, New York, 1964 
and its forthcoming revised edition.
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arising within the public sector is estimated independently in constructing the 
public sector tables and the remainder is attributed to the private sector. Income 
from employment paid by public corporations is shown in their operating account 
(Table 36), which is described in Chapter VIII. Most of the wages and salaries 
paid by public authorities form part of current expenditure on goods and 
services, which is analysed in Table 48; other payments by public authorities 
are shown in a footnote to that table, which is described in Chapter XI. The 
remaining income is taken to be that paid by employers in the private sector, 
including any income from employment by non-residents. The income of dom
estic servants employed by private households and income from employment 
arising from the activity of private non-profit-making bodies serving persons are 
part of consumers* expenditure (see Table 27) and arise entirely in the personal 
sector. These amounts are shown separately in the table; the estimates are 
described in Chapter VI. All the income from employment in agriculture is also 
attributed to the personal sector. This is in line with the treatment of profit 
income from agriculture, all of which is included in income from self-employ
ment. The remainder of income from employment is divided between unincor
porated businesses (the personal sector) and companies, mainly on the basis of 
an Inland Revenue analysis of taxable income by category of empipyer.

The various forms of trading income other than rent arise in different sectors, 
and there is no problem of allocation. Income from self-employment, however, 
includes all income of farmers, even if their business is incorporated, and all of 
this income is attributed to the personal sector.

Income from rent is estimated in total for the economy, as described in 
Appendix I. Rent income received by the public sector is shown in the current 
accounts. The allocation of the remainder between the personal sector and 
companies for earlier years is very approximate, being based on a largely 
arbitrary allocation of rent income from various groups of property between the 
sectors (see Appendix I). With the abolition of income tax under Schedule A, 
more information became available from assessments under Schedule D from 
1964/65 and the estimation of rent income for the personal sector and companies 
for the later years is more accurate.

This table also includes a section showing estimates of employment by sector. 
The estimates are of employment at mid-June of each year and are therefore only 
approximately comparable with the estimates of income given in the table. The 
total working population in employment in the United Kingdom is taken from 
the mid-year estimates published by the Ministry of Labour and by the Ministry 
of Health and Social Services, Northern Ireland. In these estimates a part-time 
worker is counted as one person.

Estimates of employment in the public sector are based on various sources. 
For public corporations, the figures are based mainly on data in the annual 
reports of the corporations. Most of the information for the central government 
is provided by the Treasury and the health departments. For local authorities a 
large proportion of employment is covered by the figures, published annually in 
the Ministry o f Labour Gazette^ of numbers employed in Great Britain by local 
authorities and police forces; these figures are then adjusted to allow for esti
mated double counting of part-time employees, such as teachers in evening 
classes, who are included in another sector. The Ministry of Health and Social 
Services, Northern Ireland provides details of numbers employed in the public 
sector in Northern Ireland.
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The estimates of employment in the private sector are residuals and thus 
include any differences between the method of measuring total employment and 
the methods used for estimating employment in the public sector. In particular 
the estimates include some who, at mid-June, are neither in jobs nor registered 
as wholly unemployed; all these are included in the estimate for the private 
sector. The division of employment between the public and the private sectors can 
therefore only be regarded as approximate. Because sufficient information is not 
available it is not possible to allocate employment in the private sector between 
the personal sector and companies.

A fuller analysis of employment, for the years 1957 to 1961, is given in an 
article published in the December 1962 issue of Economic Trends.

3. E X P E N D I T U R E  AND OUTPUT AT CONSTANT
PRICES

Table 14. Expenditure and output at 1958 prices
Table 14 shows each major category of final expenditure revalued at constant 
market prices. The methods of deriving these estimates are summarised in 
Chapter III and are described in subsequent chapters where the current price 
estimates are described. The treatment of taxes on imports is the same as that in 
Table 12 (see page 65) and the estimates at market prices of gross domestic and 
gross national product include taxes levied on imports. Estimates of gross 
domestic and gross national product at constant market prices excluding taxes 
levied on imports may be derived by using the figures of taxes levied on imports 
at constant prices given in the notes to the Blue Book.

Net property income from abroad is revalued at constant prices by dividing it 
by the price index implied by the estimates of imports of goods and services at 
current and constant prices (shown in Table 16). Property income from abroad 
and property income paid abroad are not revalued separately.

The estimates of gross domestic product at factor cost are derived by sub
tracting estimates of total taxes on expenditure less subsidies revalued at 1958 
average rates from the estimates of gross domestic product revalued at 
average 1958 market prices. The various forms of final expenditure are not esti
mated separately at constant factor cost because of the statistical difficulties 
involved. The estimates of total taxes on expenditure less subsidies at constant 
rates are more reliable than separate estimates for each category of final expen
diture. They are a necessary step in arriving at the estimates of gross domestic 
product at factor cost, but this does not necessarily imply that they are in 
themselves of economic significance.

Table 15. Index numbers o f output at constant factor cost
This table shows the contributions, revalued at constant prices, of different 
industries to the gross domestic product. The methods of deriving these esti
mates are summarised in Chapter III and described in greater detail in Chapter V.

Table 16. Index numbers o f costs and prices
The index numbers of total home costs per unit of output are derived by dividing 
the estimate of the gross domestic product at current factor cost based on
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exoenditure data (Table 1) by the estimate of the gross domestic product at 
constant factor cost based on expenditure data (Table 14). Alternative estimates 
of the index numbers of home cosU per unit of output would be obtained by 
using the other estimates of gross domestic product shown in Table 8.

The index numbers of income from employment per unit of output are 
derived by dividing the estimate of income from employment by the estimate of 
the gross domestic product at constant factor cost based on income data. The 
result is expressed as an index, taking the quotient for the base year of the
constant price estimates as 100.

The index numbers of gross profits and other trading income per unit ot 
output are derived in the same way. The estimate of gross profits and other 
trading income, after providing for stock appreciation, is divided by the esti
mate of the gross domestic product at constant factor cost based on income data 
and the result is expressed as an index, taking the quotient for the base year of 
the constant price estimates as 100.

The estimate of gross domestic product at constant factor cost to which the 
incomes are related is shown in index number form in Table 8. It is obtained by 
dividing the income estimate of gross domestic product by the index of total 
home costs. The estimate based on income data is used, rather than that based 
on expenditure or output, because the numerator and denominator are then 
consistent. The index for total home costs is thus a weighted average of that for 
income from employment and that for gross profits and other trading income, 
the weights being the relative importance of the two forms of income in the base
year
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Each price index is the result of dividing an estimated total for the year in 
question at current prices by a corresponding total revalued at constant prices. 
The index number for any year is therefore based on the weights of that year, 
and provides a direct measure of the change in prices between that year and the 
base year. Comparisons other than with the base year may be affected by differ
ences in the weights which arc generally more important over longer than over 
shorter periods. Where the information is considered sufficiently accurate, the 
indices are given to one decimal place.

Total final output is the value at market prices of home produced and imported 
goods and services available for private and public consumption, investment and
export.

4. I N D U S T R I A L  I N P U T  AND O U T P U T

Table 17. Gross domestic product by industry and type o f income
This table, which is summarised in Table 11, shows the composition by in
dustry group of the gross domestic product and the forms of factor income 
originating in each industry. The total of factor incomes is divided where 
possible between wages, salaries, employers* contributions to national insurance 
and to superannuation funds, etc., income from self-employment, gross trading 
profits of companies, and gross trading surplus of public corporations and other 
public enterprises. The full analysis cannot, however, be estimated for every 
industry. Thus, in some cases, all forms of income from employment (wages, 
salaries and employers* contributions) arc combined. In others, two or more 
forms of trading income (income from self-employment, company profits,
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trading surplus of public corporations and trading surplus of other public 
enterprises) are combined. The treatment of rent is explained below und^ the 
heading ‘Insurance, banking and finance (including real estate)*.

The total of factor incomes gerierated in each industry is identical with the
net output or value added of the industry plus stock appreciation; that is the
excess of the value of the goods and services produced by the industry over the
cost of goods and services used in production, before provision is made for the
depreciation of fixed assets and for stock appreciation. In this context the value
of goods produced is reckoned at factor cost, that is, it excludes any taxes on
expenditure paid by the producer and any subsidy received by him from public 
authorities is not deducted.

The table gives an analysis by only broad industry groups, because com
parable data are not available to provide a finer industry classification In the 
case of income from employment the unit of classification is normaUy the estab
lishment while the estimates of trading income are generally based on the 
financial unit used for tax purposes. It is thus possible, where a company is 
engaged in two or more activities, for example manufacturing and distribution, 
for the employment income arising from these activities to be allocated to each 
of them while the profits are unavoidably allocated to only one industry group 
The difference in classification is not likely to have a significant effect on the 
estimates for the groups shown, although some error may arise in the aUocation 
of trading income between manufacturing and distribution.

The estimates of income from employment by industry are described in 
Chapter VI, pages 133 to 140. The estimate for ‘Other services* is a residual be
tween the estimates made for other industries shown and the total based on 
Inland Revenue statistics; as such it is subject to a wide margin of error. The 
estimates of trading income by industry for public enterprises are built up from 
the accounts of the various enterprises. For private enterprises, the estimates 
are based on the industry analyses of the profit incomes charged to tax, which 
are made by the Inland Revenue, and published in the annual reports of the 
Commissioners. The incomes charged to tax for each industry group are adjusted 
as far as possible to the definition of trading income required for the national 
accounts and the adjustments described in Chapters VI (pages 145-7) and VII 
(pages 223-6) are distributed over the various industry groups. In the case 
of insurance, banking and finance, the gross profits and other income are shown 
before the required adjustment for net interest receipts, which is shown separ
ately to arrive at the trading income excluding net interest receipts, as defined 
for the national accounts (see pages 204 to 206).

The definition of the various branches of industry follows the Standard 
Industrial Classification, 1958, as listed below.

Agriculture, forestry and fishing. Order I. The rent of farm land and buildings, 
both paid and imputed is included in trading income.

Mining and quarrying. Order U.
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Gas, electricity and water. Order XVIII. See note on ‘Construction . 
Transport. Order XIX, apart from communication (Minimum List Heading

Conummication. The remainder of Order XIX.

Distributive trades. Order XX.
Insurance, banking and finance {including real estate). Part of Order XXI. 

For an explanation of these figures see Chapter VII, page 205. Included here, 
for real estate is the rent income arising from (a) land and buildings rented 
to trading concerns or public authorities, even though the owners of the property 
may be a concern primarily engaged in some other industry, such as a manu
facturing concern, (b) buildings owned and used by public authorities, other 
than for their trading activities. The imputed income from owner-occupation 
of trading bodies is not included; this is regarded as part of trading profits. 
Also excluded is the income from the letting or owner-occupation of dweUings, 
which is shown separately. The rent income from farm land and buildings, both 
paid and imputed, is also excluded from the rent income of real estate and is 
included with income from self-employment and other trading income under 
‘Agriculture, forestry and fishing’. Employment income arising in real estate is 
included here only if it arises in a business concern classified to this industi^. 
Other employment income arising in real estate is included under the main
activity of the concern.

Ownership o f dwellings. Part of Order XXI. Rent income, actual or imputed, 
from the ownership of dwellings, and of property occupied by non-profit- 
making bodies. Any employment income arising from this activity is included 
under the main activity of the concern. This form of income is shown separately 
from the other income generated in Order XXI because of its special interest and 
because much of the income is received by individuals, including owner-occu- 
picrs. The corresponding income from owner-occupied trading property is 
included in the trading income of each industry.

Public administration and defence. Order XXIV. The services rendered are 
measured by the wages and salaries of civilian employees, pay in cash and kind 
of the Forces, and employers’ contributions.

Public health services. Part of Order XXII. Health services provided by public 
authorities, measured by the wages, salaries and employers’ contributions in 
respect of staff employed. The fees of hospital consultants are included but not 
the remuneration of general practitioners and dentists, who are regarded as 
being self-employed.

Local authority educational services. Part of Order XXII. Educational services 
provided by local authorities, measured by the wages, salaries and employers’ 
contributions in respiect of staff employed (see page 139).

Other services. Order XXIII and the remaining parts of Order XXII. The 
wages, salaries and employers’ contributions paid in respect of domestic servants 
employed by private households and in respect of employees of private non- 
profit-making bodies serving persons, which arc included in Order XXIII, are 
shown separately in Table 13.

Table 18. Wages and salaries in manufacturing industries
This table supplements Table 17 and provides further details of the distribution 
by industry of wages and salaries in manufacturing industries, defined as in the 
Standard Industrial Classification, 1958. Reference is made to it on page 135.
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^  bv H  ta ls-F  V “" S  “ ere adEstimates o f the average numbers of wage earners and salary earners em- 
ployed throughout the year in all manufacturing industries are also given in diip̂   ̂ , 1963 ,«iiflpi 
this table. However, the estimates of the number o f salary earners are not 
precisely comparable with the estimates o f salaries. The figures o f salaries 
include rough estimates of the amounts paid in fees to directors, whereas the 
estimates o f numbers do not include those directors paid by fee only. An esti
mate is given in the footnote to the table of the average salary, excluding direc
tors’ fees, in the latest year.
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IN PU T-O U TPU T TABLES /
The three provisional input-output tables for 1963 which are included in the 
1967 Blue Book were designed to bring up to date the tables previously published 
for the year 1954‘3>, The tables are a revised version of those originally published, 
together with additional tables and commentary, in the August 1966 issue of 
Economic Trends. The tables follow the same conceptual framework as the 
summary tables previously published for 1954, which can be referred to for a 
discussion of the definitions and concepts used. However, there are three changes 
in presentation. First, a little more industrial detail is shown in the tables for 
1963 than in the original summary tables for 1954. Secondly, stock appreciation 
has been eliminated from the figures. Thirdly, the expenditure o f public author
ities is shown in a more gross form than in the 1954 exercise. The study for 1963 
also differs from the one for 1954 in that it is not based on a full analysis of the 
census of production for the year in question. Such a census was taken for 1963, 
but only provisional and summary results were available when these tables were 
prepared. The tables in the 1967 Blue Book are thus provisional, pending the 
publication o f more firmly based and more detailed input-output tables, based 
on the full results o f the census of production for 1963.

The tables for 1963 were designed to provide statistics for use in broad econ
omic studies only. They were derived partly by an ‘up-dating’ process, which is 
described below and, because o f the limitations o f this process, they are not 
suitable for use in detailed industrial studies; even for the broad industry groups 
shown, they should be used with caution.

For agriculture, forestry and fishing, coal mining, mineral oil refining, and 
the gas, electricity and water industries, the figures for inputs and outputs were 
computed primarily from departmental statistics for 1963. For the remaining 
industries, which include most o f manufacturing, the estimates o f input and 
output were derived by up-dating the 1954 input-output table in the following 
way. First, gross output free from duplication for each industry group (that is, 
excluding sales between establishments within the industry group) was esti
mated from the provisional results of the census of production for 1963. The 
extent of this duplication could be estimated only roughly since detailed figures 
of inputs to industry were not available. Second, final expenditure at sellers’ 
prices, estimated from national accounts data, was deducted from these gross 
output totals to give estimates o f total intermediate output for each industry 
group (that is, the row totals to the right of the inner matrix of intermediate 
transactions shown in Table 19). Third, column totals of this inner matrix were
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estimated by deducting net output and net taxes on expenditure from the non- 
duplicatcd gross output totals. Fourth, the 1954 inputs to each industry group, 
revalued at 1963 prices, were adjusted pro rata so as to add up to the column 
totals. Fifth, these estimated inputs on the 1954 pattern were summed horizont
ally and compared with the independent estimates o f row totals o f intermediate 
output described above. Differences between the two estimates o f  intermediate 
output were eliminated by a repeated process o f  pro-rating both horizontally 
and vertically until the inner matrix balanced. The end-result is a set o f  inter
mediate transactions consistent with given estimates o f  total inputs o f  goods 
and services and o f total intermediate sales o f goods and services. This process 
depends on an initial assumption that trends in the total industrial usage o f  
each commodity group are applicable to each o f the individual user industries, 
but this assumption is eventually modified in the pro-rating process.

Imports were allocated to industries and final buyers according to the des
cription of the imported commodity. Thus, metalliferous ores were allocated to  
metal manufacturing and textile fibres to the textiles, leather and clothing 
industry group. For certain commodities, for example copper bars and sawn 
timber, which are used by more than one industry group, the allocation can 
only be very rough until the full detail on industrial usage becomes available 
from the census o f production. The final detailed tables, when they are pro
duced, will include an import matrix showing the commodity composition o f  
each industry group’s imports, and also a commodity/industry matrix showing 
the commodity composition o f each industry s inputs, from which industry/ 
industry and commodity/commodity matrices can be derived.

Whilst using the same conceptual framework and definitions as the 1954 
study, it cannot be certain that full allowance has been made for all the statistical 
changes which have taken place since the 1954 study, nor for the fact that the 
departmental statistics used for 1963 are not always completely consistent with 
the census o f production information because o f differences, for example, in 
timing and classification. Thus although the tables do provide figures correspond
ing to those for 1954, particular caution should be exercised in making com
parisons at the detailed level. Such comparisons may also be affected by the 
relative position o f the two years in the business cycle.

The value of each industry group’s output is measured at market prices and 
free from duplication, that is, it excludes that part o f the output o f  each estab
lishment which is sold to other establishments within the same industry group. 
This makes the output o f the industry group independent o f its structure and
organisation.

The value of the output o f the transport and distributive trades (part o f  the 
output o f ‘Services’) is measured by the gross margin on the goods and services 
transported or sold. It thus equals the incomes generated the cost o f goods 
and services used by these industries in providing their services; it does not 
include the factory value o f the goods transported or distributed. In effect, 
manufacturers and overseas suppliers are regarded as selling their outputs direct 
to the industries or final buyers who in reality buy from the distributor; the 
latter is treated as an agent who sells only his own services. The gross output o f  
the manufacturing industries includes any value added (net output) by their 
mcrchanting activities but not the selling value o f the goods merchanted.

All sales and purchases o f goods produced are measured in terms o f sellers’ 
value (the amount received by the seller) as distinct from purchasers’ value (the
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amount paid by the purchaser). Transport charges are considered as sales bv 
‘Services’ to the user. Thus, for example, sales by ‘Services’ to persons com
prises (a) consumers’ expenditure on travel, communications, entertainment 
and all other services, and (b) the value o f the services rendered by the transport 
industry and the distributive trades in handling goods purchased by persons 
from industry and in handling imports bought by persons. The principal advan
tage o f recording all transactions at sellers’ prices and not at the price paid by 
the purchaser is that the figures o f sales both to other industries and to find
buyers within each row are on the same price basis and are, as far as possible 
comparable. ’

Taxes on expenditure and subsidies paid or received by a producer are, with
the exception o f excise duties on drink and tobacco, treated as being paid by the
producer selling the taxed or subsidised goods, that is, as positive or negative
inputs respectively. Thus, agricultural subsidies are treated as a negative
primary input in column 1 o f Table 19. The excise duties on drink and tobacco
have been treated as taxes on consumers. For consistency with the treatment of
transport and distributive services, customs duties and purchase tax paid by
wholesalers on marketed goods, which enter directly into final output without
further processing in the United Kingdom, are treated as if they were paid
directly by the final buyer. They therefore appear only in columns 17 to 19 of
row 19 in Table 19. Sales by final buyers (row 17) include sales by industry and
pubhc authorities o f  second-hand vehicles, ships and plant and machinery for
scrap or to personal consumers, or for export. They also include payments by
persons to the centr^ goverxunent for goods and services provided under the
national health service, and fees paid by persons to both central and local
government for various services. Sales abroad by public authorities are also 
included.

The value o f the physical change in stocks and work in progress in column 20 
o f Table 19 represents the value o f the physical change in the stocks o f goods 
produced by the various industries or imported. The estimates, therefore, differ 
from the figures in the section o f the Blue Book on capital formation which 
represent the change in aU kinds o f  stocks held by the various industries. The 
allocation o f stocks to the producing industry is inevitably approximate.

In Table 19 stock appreciation is not included in the figures o f total output 
nor in the figures o f gross profits and other trading income. This treatment 
differs from that followed in the summary input-output flow table for 1954 
where stock appreciation was shown in a separate column and included in both 
total output and primary input, but not in intermediate or final output. Since 
stock appreciation has to be eliminated from the flow table before it can be 
inverted m d  before the various supplementary input-output tables can be pre
pared, it is now thought preferable to present the main input-output flow table 
adjusted in this way. The new presentation makes it possible to record all 
inputs on a current price basis; it is also somewhat less complex.

The estunates o f stock appreciation on goods held by the different industry 
groups in 1963 are given below. These estimates o f stock appreciation represent 
for each industry group the difference between the figures o f gross profits and 
other trading income, after deducting stock appreciation, given in Table 19, and 
the corresponding figures before deducting stock appreciation, given in the table 
on gross domestic product by industry and type o f income (Table 17).
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£ million
Agriculture, forestry and fishing ........................................  28
Coal mining....................   ^
Other mining and quarrying................................................
Food, drink and tobacco ...................................................  36
Mineral oil refining ...........................................................
Other chemicals and alHed industries..................................  1
Metal manufacture............................................................... 10
Engineering and alUed industries........................................  42
Textiles, leather and clothing.............................................. 37
Other manufacturing........................................................... 10
Construction........................................................................  ^
Gas, electricity and w a te r...................................................  7
Services ................................................................................ 31

Total stock appreciation.....................................................  212

Table 19. Swnmary input-output transactions matrix, 1963
This is the basic inter-industry transactions matrix. In the table,, the United 
Kingdom economy is divided into fourteen broad industry groups. Estimates are 
given for each industry of its purchases (for use in current production) of the 
goods and services produced by each of the other industries, of the services of 
factors of production and of imports; and of the sales of its products as inter
mediate output to other industries and as final output to the personal sector, 
pubhc authorities, capital formation and for export. All the transactions are 
valued at ex-factory, or sellers’ prices, and not at purchasers’ prices.

This table is linked to the estimates of gross domestic product in the following 
ways:

£ million
Income from employment (the total in column 23 of row 20) 18,145
plus Gross profits and other trading income and the residual

error (the total in column 23 and 2 1 ) ......................... 8,582

equals Gross domestic product at factor cost......................... 26,727

Total final expenditure or output (the total in column 22)... 36,179
less Imports of goods and services (the total in column 23 of

row 16).........................................................................  —5,964
less Net taxes on expenditure (the total in column 23 of row

19)................................................................................. —3,488

equals Gross domestic product at factor cost......................... 26,727

The columns in the table show the estimated extent to which each of the 
fourteen industry groups was dependent on other industries and on imports for 
its supply of inputs on production account in 1963. From the figures in each 
column can be deduced the inputs required on average by each industry to 
produce £100 of final demand.
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Table 20. Total requirements per £100 affinal industrial output in terms o f gross 
output, 1963 *
On the assumption that the inputs required by each industry group are the same 
for each unit of its output, the average relationships between the inputs (both 
direct and indirect) and the outputs of the different industries in 1963 can be 
derived from the intermediate transactions in Table 19. The indirect inputs 
are those required at earlier stages of production for the production of the 
direct inputs. These relationships are given in this table in the form of estimates 
of the outputs (both direct and indirect) required on average to produce £100 
of final output by each industry group in 1963. They were obtained by inverting 
the matrix of coefficients derived from the values of the intermediate trans
actions in Table 19. These relationships may not be the same as the marginal 
relationships which would apply for changes in output, but are nevertheless a 
useful approach to the assessment of the effect of changes in output of one 
industry on the demands of other industries.

Output a
1

at

Table 21. Total requirements per £100 affinal industrial output in terms o f net 
output, 1963
For many purposes it is more convenient to present the results of Table 20 in a
different form so that the contribution of each of the different industries, of
imports and of taxes on expenditure less subsidies, to the output of a particular
industry group adds to 100 per cent. The figures are derived by applying the
appropriate ratios of net output to gross output to the figures for each industrv 
given in Table 20.
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Chapter V

Output at Constant Prices
1, CONCEPTS

As stated in Chapter III, there are two general methods of estimating the 
domestic product at constant prices. The production method, the subject of this 
chapter, arrives at the gross domestic product by adding together the con
tributions of all industries, that is their net output including depreciation.

‘Industries’ in this sense covers all economic activity and includes not only 
industries like coal mining or engineering, which produce goods, but also those 
which provide services. The service industries are defined to include not only 
industries such as transport or banking but also government and public ad
ministration. The contributions of all these industries are included whether they 
produce goods or services for final use in consumption or investment or inter
mediate products for use by other industries. The definition of the- production
boundary is discussed in Chapter I. ^

The contribution of each industry to the domestic product is its ‘net output,
that is the value of its gross (or total) output less any materials or services it has 
acquired from other industries or has imported. For example, the value of the 
gross output of the weaving industry will include the value of the yarn bought 
from the spinning industry and it may also include the value of services provided 
by banking, advertising and so on; the value of these materials and services has 
to be deducted in order to arrive at its net output. Net output in this sense 
includes provision for depreciation but excludes stock appreciation. It differs 
from the census of production concept of net output in the calculation of which 
not all inputs of services are deducted. The net output of each industry consists 
of the services of the factors of production engaged in that industry and equals 
the sum of the factor incomes (wages, salaries and profit incomes) earned in the 
industry after deducting stock appreciation. The total of the net output of all 
industries is called the gross domestic product—the value of the goods and 
services produced during the period in question; the product is described as 
‘gross’ because depreciation has not been deducted. The estimate of gross 
domestic product thus derived is measured at factor cost; it excludes taxes on 
expenditure and includes subsidies.

The measurement o f net output at constant prices
Conceptually, net output should be estimated at constant prices by revaluing at 
constant prices both the gross output and the inputs of materials, fuel, services 
and so on, and subtracting the latter from the former. This is known as ‘double 
deflation’. In practice this method is difficult to apply because it requires a great 
deal of information. Unless full information on all transactions is available at 
frequent intervals the method can give unreliable results, as the output and input 
data must be consistent and relate to the same period. This applies especially if 
net output is small in relation to gross output. The double deflation method is in
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fact used m United Kingdom statistics only for estimating the net output of
agriculture. It is used for agriculture, not only because this is an industry for
which there is sufficient information available, but also because it is an industry
m which the relationship of net output to inputs and gross output can vary
significantly from one year to another owing to weather conditions. Changes in
inputs or gross output would therefore not give a satisfactory indication of 
changes in net output.

Net output at constant prices may be estimated by the use of changes in other 
series to indicate the changes in net output. Provided that the ratio of net output 
to gross output remains unchanged at constant prices, changes in net output at 
constant prices will be measured by changes in gross output at constant prices 
This approach, of finding some indicator which will reflect changes in net output’ 
IS adopted m the United Kingdom statistics for all industries other than a p i
culture. This method of estimating changes in net output is simpler than that of 
double deflation and may in practice be more accurate.

The most frequently used indicator is gross output. Changes in the ratio of net
output to gross output in individual industries can be caused by many factors,
such as changes in production methods, variations in the products made and
materials used, and changes in services supplied by other industries. It is likely
that some of the errors introduced by the operation of these factors in individual
industries will be somewhat reduced in the aggregate for all industries. For
example, if an intermediate process is transferred from one industry to another
this does not necessarily alter the combined amount of work done, and if the
gross output indicator overstates the change in the net output of one industry for
this reason, the error may be offset by an understatement of the change in the net
output of the other industry. Nevertheless, it should be realised that the use of
gross output as an indicator is a substitute for what is really required. The
resulting estimates may understate the true increase in net output where there is a
change towards more processing per unit of output and economy in the use of 
materials.

Changes in net output may also be estimated by changes in inputs. The input 
chosen is generally materials used and this is subject to the same sort of limita
tions as gross output. Where production processes are improved and economies 
are made in the use of materials, changes in materials used may underestimate 
changes in net output. Employment is sometimes the input indicator but it is 
used as little as possible because it does not take account of any increases in 
productivity and therefore tends to underestimate increases in net output.

Technological change occurs only slowly, so that changes in gross output can 
be taken as a sufficiently good approximation to changes in net output so long 
as the basic estimate of net output is revised sufficiently frequently. Periodic 
revision of the basic estimates of net output takes account of changes in the
relationsliip of net output to gross output and inputs and prevents continuing 
bias in the results.

Problems o f measurement
In the case of industries whose outputs consist of physical products—as opposed 
to services—there is usually no great difficulty in determining appropriate 
measures of changes in output at constant prices. The quantity and the unit of 
measurement, as well as the price per unit, are usually stated at the time of 
purchase. Changes in output at constant prices can usually be estimated from
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the physical quantities o f goods produced or from the value of output deflated
bv an index of price. .  . r

' Greater difficulties arise, however, with the measurement o f the output ot
service industries for which there may be no obvious physical units. For some 
service industries, such as transport or distribution, measures of output suggest 
themselves fairly readily: the output of transport can be measured in terms of 
the miles travelled and the distances over which goods are transported; the 
output of the distributive trades may be estimated by the volume of turnover. 
But the output of financial concerns (banks, building societies, etc.) is difficult to 
define, since the commodity mainly dealt with is money itself. For example 
banks! as well as keeping customers’ accounts and providing other services, act 
as intermediaries in channelling funds between lender and borrower. The pro
vision of these financial services requires the employment o f people and other 
organisational arrangements, and it is necessary to allow for changes in their 
output if the gross domestic product is to be measured. In such cases the change 
in the services provided may have to be indicated by some series associated with 
these services, such as the deflated value of bank advances which is used as an 
indicator of the change in part of the services provided by banks.

Special problems arise in the case of services provided by public authorities 
for the community as a whole, including public health and educatioii and public 
administration and defence. The fact that these services are provided free of 
charge, or with only a nominal charge, means that it is not possible to apply the 
criterion of the market contract to define the nature o f their output. Sometimes 
it is helpful to consider the methods used in measuring analagous services pro
duced under private enterprise and some such measures are used; for example 
changes in the provision o f certain local authority health services are indicated 
by changes in the number o f cases. However, where units are available to 
indicate changes in the output of services their relationship to these services 
tends to be variable. For example an increase in the number o f pupils in schools 
might represent a decline in the quality of education rather than an increase in 
the amount of education, if there was no corresponding increase in the number 
of teachers. Conversely, an increase in the number of teachers might be associ
ated with lower output per teacher rather than a proportionate increase in the 
quality of education. In other cases, it is difficult to suggest any possible units, for 
example for defence and civil administration. In general, the solution adopted 
has been to use changes in the numbers employed as an indicator of changes in 
output. The assumption that this implies, of no change in productivity, is 
obviously not satisfactory although it seems the best approach with our present 
knowledge.

Even when the unit of output is easily determined, considerable difficulties 
arise in practice in measuring changes in output over time. The unit o f output 
needs to be narrowly enough defined so that the units are homogeneous through
out the period. Improvements in quality need to be allowed for and, for example, 
changes in the amount or quality of services provided with a product need to be 
taken into account. Problems arise when there are changes in the range of goods 
produced and new products come on to the market.

Where comparisons are made over a number of years the well-known ‘index 
number problem’ also arises. The combined estimates of changes in net output 
at constant prices reflect the relative prices of all goods and services in the base 
year. There is generally no reason for preferring the relative prices o f one year to
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80 Output at constant prices

those of another, but almost certainly the choice of one rather than another will 
affect the result. There is thus no one result that is ‘correct’. In practice a choice 
has to be made between continuity and the use of up-to-date relative prices 
Continuity is achieved by retaining the same base year. Though changes in 
relative prices cannot be taken into account during this period and the appearance 
of new products is difficult to allow for, any bias in the estimates is unlikely to 
become serious if the base year is changed at sufficiently frequent intervals. The 
relative prices are more appropriate if the base year is changed frequently. In 
practice this is difficult to do because, so long as changes in net output are 
estimated by indicators, the information required for the base year is much more 
detailed than that required for other years.

When the base year is changed it is possible to provide two measures of the 
output at constant prices between the new and the old base year; one using the 
relative prices of the old base year and the other the relative prices of the new 
base year. Such a comparison was made for the industrial production industries 
when the base year was changed from 1948 to 1954‘i \  However, there is no 
unique solution to the problem of which estimate to use. In practice, the United 
Kingdom official estimates now keep to the old base year for the period up to 
the new base year, and relate to the new base year for the period starting with the 
new base year. The estimated changes are linked to a common reference base for 
convenience, without calculating any special links between estimates calculated 
on different base years.

2. TH E P U B L IS H E D  TABLES

Since the United Kingdom estimates of output at constant prices are estimated 
almost entirely by the use of indicators to represent changes in net output at 
constant prices, they are presented in the form of estimated changes, rather than 
in terms of estimated values. The relative movements in the indicators are 
combined using as weights the value of net output in each industry in the base 
year. The results are presented in the form of index numbers where, for each 
industrial Order and for all industries, the net output in the base year is taken as 
100.

The estimates of output at constant prices are prepared and published on the 
basis of the Standard Industrial Classification^ 1958, which is followed so far as 
possible throughout the national accounts. The classification is divided into 24 
sections, or Orders, and each Order is further subdivided into Minimum List 
Headings for the separate industries making up the industrial Order. For ex
ample, Order XIX, transport and communication, includes railways, road 
passenger transport, sea transport, air transport and so on. The table of the 
weights and indicators used for the estimates of output at constant prices, which 
is given as an annex to this chapter, follows the Orders and Minimum List 
Headings of the Standard Industrial Classification, 1958. As well as these 24 
Orders, the ownership of dwellings is also distinguished separately from real 
estate within the insurance, banking and finance Order, as elsewhere in the

' i ’rAe Index o f Industrial Production: Method o f Compilation, Studies in Official Statistics, 
No. 7, 1959.
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national accounts. This is because of its special interest and because much of the 
income, actual and imputed, is received by individuals, including owner-
occupiers.

C i

The Blue Book table
The Blue Book includes one table (Table 15 of the 1967 Blue Book) on output at 
constant prices which gives index numbers of output at constant factor cost for 

. « — '’'*<iD?es in ! 17 industrial groups and for all industries combined. The estimates have been
fwtheb^evl"" “"‘P"' are i prepared on a conLtent basis from 1948. All of the industrial Orders outside of

t«nsmuclij,5j|, : manufacturing are separately shown and so is the ownership of dwellings. More
detail for the industries covered by the index of industrial production is given 
in the Annual Abstract o f Statistics and, for the most recent years, in the Monthly
Digest o f Statistics.

The estimates are shown related to the latest base year as 100. For the 1967 
Blue Book the base year was 1958. The base year is governed by the year of the 
latest detailed census of production and will be changed to 1963 when the detailed 
results of the census for that year become available. Although the estimates for 
all years are related to the latest base year, estimates for earlier years were 
compiled on an earlier base. The estimates of changes in output for the years 
1948 to 1958 were compiled using 1954 weights; those for the years from 1958 
onwards were compiled using 1958 weights. When the base year is changed to 
1963 figures for the years from 1963 onwards will be compiled using 1963
weights.

'  « '> «  the
;  industrial «

le T h l  W ed
re i  f o n r  "P •»«)eartorthei)enodstartiiig-‘'“ -̂
7 : 7 " "  ^"“ ^ on reieren ce base for 
a i links between estimates calculated

[ED TABLES

istant prices are estimated 
changes in net output at 

nated changes, rather than 
;nts in the indicators are 
each industry in the base 
numbers where, for each 

n  the base year is taken as

'he quarterly table
Quarterly estimates of output at constant prices were first published in 1966 and 
have been compiled back to 1958. The estimates are published quarterly on a 
seasonally adjusted basis in Economic Trends, with the quarterly article on 
national income and expenditure, and in the Monthly Digest o f Statistics.

The estimates are compiled and presented in the same way as the annual 
figures, but the data available for the quarterly estimates are generally in less 
detail than for the annual estimates. Some of the industrial Orders are therefore 
combined before they are presented in the quarterly table, and the table gives 
estimates for only four groups outside of industrial production, compared with 
eight given annually. As in the case of the annual estimates, more detail on the 
industries covered by the index of industrial production is published in the 
Monthly Digest o f Statistics and changes in the output of these industries are 
estimated monthly as well as quarterly. The process of adjustment to remove the 
effects of normal seasonal movements is based on the ratio to moving average 
method (see Section 3 of Chapter III).

3. ST A T IST IC A L  SO U RCES

W E I G H T S

The indicators of changes in net output in each industry are combined using 
weights based on the relative contribution made by each industry to the gross 
domestic product, as measured by its net output in the base year. The starting 
point for the calculation of the weights is the analysis of the gross domestic 
product by industry and type of income which is given in the Blue Book (Table
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from the differing

However, the Blue Book table gives figures by onlv broad ind^J compiled.

IS derived as a residual between the total for all industriL which 1  h..^H f 
on Inland Revenue data, and the estimates for individua’l indu^strf« .  t  ™if

a U T a lf r i : r a n Y :f X tr m T d “ t^ ^ ^ ^ ^ ^ ^

H S j:F tT h e l9 T 8  w eigts'hr^^^^^ Minimum Li«
adjust the industrial analysis given in the Blue Book in o’rdTr to"obt” rd e ta M  
estimates on a consistent basis. The Inland Revenue analysis is b ^ d  n n ^
whictf R th °  as opposed to the classification by establisCentswhich IS the aim of the Blue Book table The difference in ni,i;B ^  *
the weights but is not likely to reduce the accuracy of the estimate X h L ' f r - '
net output. The main effect of using Inland R e v e n ^ d a l^ f  to f n c r S f th e  
weight for manufacturing and reduce the weiaht fr,r ty,Joo..ii the
A further adjustment which was made to the Blue Book analy^s^for thTl9?8 
weights deserves to be mentioned. The weight for i r a n s p o n ^ r Z ^ u ^ J Z  
(road goods transport) was increased to cover all ‘C’ licence transnnrt hv Tr.ô •
: S s 7 ‘  ̂ iX tr ie r e r p r o S S s fvehicles (manufacturing, construction and the distributive trades) This adiust 

The analysis of factor incomes provided only the total weight for the industrial
nnedff a e  detailed weights were ^ m

are independent, every effort was made to produ^ weights which refated to the 
same definition of net output. For the calculation of the weight^findTsWes wire 
of Minimum List Headings and within that into specialist groups

apftortioned between the several products or product groups made by t 4  in-
i n S ’" appropriate weights for th f  oufpuT sSies used as
of^n  inrl possible to measure the output of all the products
moto of t o f  L  uncovered portion moves with one ormore oi the indicators which are available.

Where a breakdown of the weights within Minimum List Headings was 
l°l industrial production, and this was not pro-

tofriLs and f  railways and postaf
M lu the case of the distributive trades the weights

within Mimmum List Headings were estimated from the information on ^ s s
margins provided by the latest census of distribution. Gross margins on turnover

‘ • r

* 4

/

\

' 4,

i

iod
^ b y t h is ,» ;7f„ 'in s u r a i

E c h a r t o t

t >  ” C t UI itni® ’ ijdnstries

' satisfattoty ba
■ 11® ^,rfna b a it o S

iDdustnes. The P

P  J n in g  ownership
® ‘  f i e  and finance i
" ^ “i958 weights, 
j ,  the annex to this chapter. The 

! B to itcs o f the factor in c o n ^ t”
; weights for 1958 s d ^  to a

iuplied by the analpis o f factor 1
1 |2) gives the weights after the adj 

j  ■ weights shown in the annex. Cc 
adjusted to allow for the deduct! 
arc the weights used in combin 
number; no separate series o f  in 
adjustment

J ^ t u r e ,  forestry and fishiajiMiiiiag and— * **-*“ 6̂
Maufjchiriiiĝ ̂ ̂ ......
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arc not an exact measure of net output since net output is obtained after deduction 
of payments to otlier industries for services such as rents, advertising and trans-
nort but they are the best guide which is available.

One other aspect of the weights which needs to be mentioned concerns the 
insurance, banking and finance industry where the treatment differs from that 
elsewhere’in the national accounts. In order that changes in the financial services 
provided by this industry should be included in estimating the gross domestic 
product the weight for insurance, banking and finance included their riet 
receipts’of interest which are one of the means of paying for these financial 
services. In accordance with national accounting definitions, the net output 
weights of other industries were estimated before receipts and payments of 
interest and thus the industry weights contained a certain amount of duplication. 
There is no very satisfactory basis for allocating the amount of net interest 
included for insurance, banking and finance against the weights of the other 
industries. The procedure adopted was to deduct from the weight for all in
dustries the weight for net interest, by proportionately reducing the weight for 
each Order (including ownership of dwellings) except for the Orders covering 
insurance, banking and finance and public administration and defence.

The 1958 weights, scaled to add to 10,000 for convenience, are shown in detail 
in the annex to this chapter. The weights were first calculated in value terms as 
estimates of the factor incomes in the base year. The following table summarises 
the weights for 1958 scaled to add to 10,000. Column (1) shows the weights 
implied by the analysis of factor incomes shown in the 1962 Blue Book. Column 
(2) gives the weights after the adjustments have been made and summarises the 
weights shown in the annex. Column (3) gives the calculated weights further 
adjusted to allow for the deduction for net interest, as described above. These 
are the weights used in combining the Orders to produce the overall index 
number; no separate series of index numbers is calculated for the net interest
adjustment.

Net output, 1958
Weights per 10,000

Agriculture, forestry and fishing..
Mining and quarrying.................
Manufacturing.................................
Construction.................................
Gas, electricity and w a te r............
Transport and communication . . .
Distributive trades.........................
Insurance, banking and finance .. 
Professional and scientific services
Miscellaneous services.................
Public administration and defence
Ownership of dwellings................
Net interest adjustm ent...............

Blue Book 
analysis 

(1)

Calculated
weights

(2)

Weights 
adjusted for 
net interest 

(3)

443 444 429
360 351 339

3,540 3,659 3,534
600 616 595
266 264 255
799 884 853

1,263 1,162 1,122
603 604 604

f 704 6801,468 <j 648 627
622 628 628
346 346 334
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I N D I C A T O R S

A list of the senes used from 1958 in both the annual and the quarterly estimates 
IS set out in the annex to this chapter. Where a series is available both annually 
and quarterly it is listed once only, under the annual heading. Where an annud 
series is not available quarterly, the substitute quarterly indicator is shown
Agriculture

The large amount of price and quantity data available for agriculture makes it 
possible to use the double deflation method for this industry. Some 250 items 
of output and 400 items of input are separately distinguished each carrying its
X / s f  \  ‘he farm years1954/55 to 1956/57) is used for the purposes of revaluation to reduce the effect
of fluctuations arising from weather conditions and other factors. The resultine
estimates of net output at constant prices for the June to May farm years are

‘i n ,  in the proportion 7:5. For example the estimate for
1965 IS 5/12 of that for the 1964/65 farm year plus 7/12 of that for the 1965/66
farm year. A full description of the method and indicators used is given in an 
article in the March 1960 issue of Economic Trends. However, since this article 
was published, estimates have been made of the output of agricultural contrac
tors and have been included in the index for agriculture, in accordance with the 
Standard Industrial Classification, 1958. Estimates of depreciation are added
back to make the estimates consistent with the definition of gross domestic 
product.

Mining and quarrying; Manufacturing; Construction; and Gas, electricity and 
water •'
These industries are covered by the official index of industrial production 
Activity in these industries was measured for a considerable time before the 
work of attempting to measure the output of other industries was begun in the 
early 1950 s. The index of industrial production has a significance independent 
of Its role as a constituent part of the index of gross domestic product at constant 
prices. It draws on very extensive data consisting to a considerable extent of 
information on physical outputs or closely related series. It is prepared and 
published monthly and provides an important economic indicator. A full 
description of the index has been published elsewhere^^i.

As shown in the annex, the index of production covers just under half of the 
gross domestic product. Within this field the relative importance of the various 
industrial groups is shown in the table on the next page.

In the construction of the index some 880 different series are used. Most of 
these are for calendar months or periods of four or five weeks. Nearly a quarter 
of the total weight, however, is carried by quarterly series, some of the more 
important of which are supplemented by monthly series which are used before 
the quarterly figures become available and also to estimate movements within 
quarters. Adjustments are made in the series for calendar periods to eliminate 
the effect of variations in their length, so that the index estimates changes in the 
average weekly rate of production in each month.

Figures of output are the most frequently used indicators, but in some cases 
statistics of material inputs are used and, in a very few, employment series. For

'2>r/fe Index o f Industrial Production: Method o f Compilation, Studies in Official Statistics, 
No. 7, 1959 and Economic Trends, March 1962.
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Net output, 1958

Orders of Standard Industrial Classification, 1958
Weight 

jper 1,000

M 1 M
Mining and ............................................................................................  ' '

Food, drink and tobacco ..................................................................... I
Chemicals and aUied industries ...........................................................
Metal manufacture ..............................................................................
Engineering and electrical g o o d s.........................................................
Shipbuilding and marine engineering .................................................
Vehicles.................................................................................................  1 .
Metal goods not elsewhere specified...................................................  ^
Textiles .................................................................................................. f
Leather, leather goods and fur ...........................................................
Clothing and footwear ........................................................................
Bricks, pottery, glass, cement, etc.........................................................
Timber, furniture, etc. ..........................................................................
Paper, printing and publishing ........................................................... c
Other manufacturing industries........................................................... | 21 •&

#
Construction.........................................................................................  I ?
Gas, electricity and water .....................................................................

1,000

85

some industries it is judged more satisfactory to use as indicators series of the 
deflated values of deliveries or production rather than physical measures in terms 
of quantities of the goods produced. Such series are used for the engineering and 
construction industries which produce a  range of products so varied in type or 
specification that no suitable units are available for measuring overall output 
in physical terms. For the purpose of the construction of constant price series use 
is made of the extensive series of index numbers of wholesale prices for the 
output of finished products, or of special cost indices. The proportions of the 
total weight of the index of industrial production represented by the various 
types of indicator are:

T'

estimates
ithe 1

Percentage o f 
total weight

Output indicators:
Quantities delivered or produced................................
Value of deliveries or sales revalued at constant prices

Input indicators:
Quantities of major materials received......................
Number of persons employed....................................
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Transport and communication
This is an industry group for which suitable indicators of gross output are readily 
available. For most of the main forms of transport, figures of passenger miles 
and of freight ton-miles constitute the basis of the system of indicators employed.

In the case of road goods transport, the indicator used is an estimate of the 
ton-mileage of all road goods vehicles. The weight for this indicator has therefore 
been increased by transfers from other industries employing ‘C’ licence vehicles, 
though strictly the work done by these vehicles should be included with the 
industries which own them (see page 82).

For sea transport it is necessary to allow for the work done on cross-voyages 
as well as on voyages between this country and abroad. The annual inquiry of 
the Chamber of Shipping provides estimates of gross receipts of British operated 
tankers and dry cargo vessels which are deflated by indices of freight rates.

The communications industry is quite well covered by volume indicators of 
various kinds.

Distributive trades
The indicators for this industry are based on the volume of turnover, that is 
on turnover at constant prices. Where wholesalers mainly supply retailers, as is 
the case for most consumer goods, wholesale as well as retail distribution of 
these categories is represented by the indices of the volume of retail trade. Other 
wholesale dealing in materials is represented where possible by indices of de
liveries, and otherwise by indices of production or consumption of the various 
materials. The activities of export merchants are represented by a number of 
indices of the volume of groups of United Kingdom exports and re-exports.

Insurance, banking and finance
As far as possible in this industry specific indicators of activity are used. For life 
assurance business the indicator is derived by deflating the expenses of handling 
life assurance; this is the same series as is included in consumers’ expenditure at 
constant prices. For other forms of insurance the indicators are generally 
the excess of premiums over claims, deflated by an appropriate price index.

Banks are regarded as providing financial services to borrowers in addition to 
that of keeping customers’ accounts, etc. The indicators of output for the latter 
are the number of cheques cleared and total deposits deflated. For financial 
services the indicator is bank advances deflated. Similar types of indicators are 
used for other financial institutions.

Property management is included in this Order; the indicator used is the stock 
of commercial and industrial buildings.

Professional and scientific services
The greater part of the weight for this Order is accounted for by public education 
and health services. As explained on page 79, the output of these services is 
represented by employment indicators, with the exception of local authority 
health services for which the indicators are on an output basis, for example 
number of patients attending clinics. For a large part of the remaining services in 
this group there is little information on output and for some of these also em
ployment indicators are used.

Originally output indicators of various kinds were used to measure changes in 
the volume of output even in those areas where the problems of measurement
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are greatest as, for example, public education and health services. Such series as 
number of pupils in schools and number of bed-days in hospital were used, 
either by themselves or in conjunction with series for the numbers employed. 
Indicators of this type proved unsatisfactory and have been abandoned, partly 
because of the difficulty of finding indicators which bear a constant relationship 
to output and also because of the need to keep the output estimates consistent 
with the expenditure estimates (see Chapter III). It was obviously necessary to 
revalue expenditure on wages and salaries by public authorities by methods 
consistent with those used to measure output. Revaluing expenditure on wages 
and salaries at constant prices by calculating the amount that would have had to 
be spent if there had been no increases in rates of pay, gave different results from 
the indicators of output. The present practice, therefore, with a few minor 
exceptions, is to measure output in public education and health by reference to 
the numbers employed. Wherever possible, however, the figures used are not 
crude totals of staff but are weighted to take account of changes in the numbers 
in different grades or ranks. The assumption is thus made that the ‘output’ of a 
senior employee bears the same relation to that of a junior as their respective 
salaries bear to each other, and that within a particular grade or rank there is no 
change in output per head from year to year.

Miscellaneous services
Most of the services in this group, which are largely final services provided by the 
private sector, are covered by gross output indicators. Many of the services are 
provided virtually entirely to personal consumers, and the indicators for these 
are taken from the estimates of consumers’ expenditure on these services at
constant prices.

Public administration and defence
The output of this Order consists of the direct services of the armed forces and 
women’s services, civil servants, etc. and it is estimated from changes in employ
ment. Originally such output indicators as are available, for example the number 
of beneficiaries under social security schemes, were used but they were abandoned 
for the same reasons as for public education and health services (see above). 
Separate indicators representing the various grades of staff are used. For example, 
25 series are used for the Army, covering officers and other ranks, with separate 
series for men and women. Because of this treatment productivity is assumed to be 
unchanged within each grade of employment, any change in output per head 
being due to a change in the composition by grade of the total number employed.

It should be noted that this industry is defined as in the Standard Industrial 
Classification, 1958 and does not include the activities of persons employed by 
public authorities but classified to other industries; for example, ordnance 
factories are included in manufacturing and the national health service is 
included in professional and scientific services.

Ownership o f dwellings
Ownership of dwellings is shown separately and is defined as the contribution to 
the gross domestic product made by the stock of dwellings. It is measured by 
consumers’ expenditure at constant prices on rent, including imputed rent of 
owner-occupied houses.
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Quarterly indicators

The quarterly indicators are selected so as to reflect the movements of the annual 
indicators as closely as possible. In many cases the same indicator is used In 
some cases it has been possible to select alternative series covering the same 
industry. For example, the annual indicator for rail passenger transport is based 
on the number of passenger miles; these statistics are not available quarterly, but 
an alternative indicator, the aggregate number of passenger journeys, is available 
quarterly. This is probably inferior to the annual series but is thought to be the 
best substitute available. In other cases quarterly indicators for closely related 
industries are used. For example, the quarterly indicator for the airport services 
industry is the combined indicators for the other parts of the air transport 
industry. Some industries, such as ‘Other transport and storage’ are represented
in the quarterly index by the quarterly indicators for the other industries within 
the same industrial Order.

The quarterly indicators are used only to estimate changes within the year. For 
completed years the quarterly index for each industry Order has been adjusted to 
bring its level to that of the annual index. For current quarters a provisional 
adjustment is made for each Order using the final adjustment to the preceding 
year’s figures as a guide. Final adjustments are made when the annual indices for 
each Order are available, and the quarterly estimates are revised to agree with the 
annual figures. In the table opposite the quarterly series are shown as published 
in the October 1967 issue of Economic Trends, and as they would have been at 
that date if the quarterly rather than the annual indicators had been used where 
the two differ. It will be seen that the difference between the two series, that is the 
overall final adjustment, is not large and does not change much from year to 
year.

These adjustments are made at Order level and the overall index for each 
quarter is produced by combining the results for each Order, using the same 
weights as for the annual index.

The extent to which each industry group is covered by quarterly information 
comparable to the annual data varies considerably. For industrial production the 
quarterly index of production is consistent with the annual index. For agri
culture, where a large part of output consists of crops grown and harvested 
once a year, there seems to be no satisfactory way of allocating the annual 
output to particular quarters within the farming year. In this case therefore 
the quarterly figures used are interpolations of the farming year figures. Transport 
and communication is fairly well covered by quarterly information, and for 
the distributive trades all the annual indicators are available quarterly. For 
insurance, banking and finance, although several of the annual indicators for 
banking and finance are available quarterly, there are no corresponding quarterly 
series for insurance, which is therefore covered quarterly partly by a series for 
net acquisition of financial assets by insurance companies, and partly by an 
employment indicator. For professional and scientific services, and public 
administration and defence, the quarterly indicators are total employment in each 
industry; these series are similar to those used in the annual estimates except that 
the latter incorporate more detailed information about the numbers in each 
grade of staff. Miscellaneous services are well covered by quarterly data, although 
some of the quarterly estimates of consumers’ expenditure which are used as 
indicators are only interpolations and projections of the annual figures.
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Index numbers of gross domestic product at constant factor cost
1958 =  100

Seasonally adjusted
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1963 1st quarter . 
2nd quarter 
3rd quarter 
4lh quarter

Y e a r ..........

1964 1st quarter . 
2nd quarter 
3rd quarter 
4th quarter

Y e a r ..........

1965 1st quarter . 
2nd quarter 
3rd quarter 
4th quarter

Y e a r ..........

1966 1st quarter , 
2nd quarter 
3rd quarter 
4th quarter

Y e a r ........

After final Before
adjustment 

(as published)
adjustment

112-6 112-2
116-5 J16-I
119-1 118-7
121-0 120-6

117-3 116-9

122-6 122-1
124-2 123-7
124-8 124-3
125-9 125-4

124-4 123-9

127-6 127-0
126-7 '126-0
127-6 126-9
128-8 128-1

127-6 1270

130-2 129-4
129-5 128-7
130-0 129-1
128-8 127-9

129-6 128-8

4. R E L IA B IL IT Y

The reliability of the estimates should be considered in the light of what they are 
intended to achieve. The object of the calculation is not to measure the absolute 
level of output, but changes in the level of output. Even if full and complete 
information were available, the statistical and conceptual problems involved in 
the calculation of constant price estimates and index numbers would still remain. 
It must be realised that an estimate of this nature is to some extent an arbitrary 
measure, and its movement should only be interpreted in the light of the con
ventions and solutions adopted in its compilation, as for example the use of 
base-year weights and the restricted definition of output for public services. 
However, if these limitations are realised then the measure of change in output 
over one period can reasonably be compared with that for another period.

A guide to the reliability of the estimates of output can thus only be given in 
the context of the principles adopted in its compilation, that is, whether the data 
available are adequate for this purpose. Judged by this standard it is possible 
to give a general guide in terms of the index numbers based on 100 (not the 
percentage change in the index numbers). The reliability of the indices for
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yfr'

agriculture, mining, manufacturing industries and gas, electricity and water 
over periods of up to say, five years, may be described as good in terms of 
the reliability gradings described on pages 39 to 41. Those for construction 
transport and communication and distributive trades are fair. The reliability 
of the indices within the other four Orders varies a good deal and depends 
greatly on the underlying concepts. Accepting the conceptual approach, the 
indices for the Orders as a whole, allowing for compensation between errors 
in the estimates for constituent sections, can be regarded as fair. The reliability 
of the overall index of output, as based on the concepts used in its compilation, 
can be described as good. However, it must be remembered that, outside of the 
field of the index of industrial production, many of the estimates for the latest 
year and some of the estimates for the previous year may subsequently be revised 
as the full data gradually become available.

The quarterly index of output is necessarily less reliable than the annual index. 
The quarterly indices for the latest year are more liable to error since they 
are in part based on provisional information and are subject to adjustment when 
the full annual data become available. The estimates for the latest quarter are 
less reliable than those for earlier quarters because not all the information is 
available in time for the first published estimates.
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A N N EX

I N D I C A T O R S  A N D  W E I G H T S  U S E D  F RO M 1 9 5 8  I N E S T I M A T I N G  

THE GROSS D O M E S T I C  P R O D U C T  AT C O N S T A N T  F A C T O R  COST

Standard industrial classification

M in i-*

Order
mum
List

Head
ing

Industry

Weight
per

10,000
Annual indicator

Quarterly indicator 
(if different from 
annual indicator)

I : Agriculture,
' forestry, fishing 

001 Agriculture and 
horticulture

444

002 j Forestry

421

003 Fishing 13

II Mining and 
quarrying

III-XVI Manufacturing

XVII • Construction
y4,890

XVIII Gas, electricity 
and water

X I X

701

Transport and 
communication 

Railways

884

Net output of all holdings at 
constant prices

Forest area, Great Britain 
Area planted

Interpolation and 
projection of the 
annual figures (see 
page 84)

Represented by the 
two following 
indicators

Production of hardwood
Production of pitwood and 

softwood
Landings of British taking: 

weighted total of different 
types of fish

Imports of oil from British 
whale fisheries

Landings of British 
taking: unweigh
ted total

Represented by the 
preceding indi
cator

Index of industrial produc
tion‘s

British Railways:
Number of passenger miles: 

Ordinary tickets 
Early morning tickets 
Season tickets 

Number of freight net ton 
miles:
Merchandise and minerals 
Coal and coke 

Parcels receipts, deflated 
Mail: numbers of letters and 
parcels posted

Number of passen
ger journeys

Parcels and mails, 
receipts deflated

'See The Index o f Industrial Production: Method o f Compilation, Studies in Official Statistics, No. 7, 
1959 and Economic Trends, March 1962.
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Standard industrial classification

Mini-|
mum

Order List Industry
Head

ing
1

XIX

4
X

Railways (cont.)
cont.

702 Road passenger 
' transport

703 Road goods 
transport

704 : Sea transport

705 Port and inland 
water transport

r*

/

Weight
per

10,000
Annual indicator

Quarterly indicator 
(if different from 
annual indicator)

1
1

)

Number of parcels hand
led by British Railways 
collection and delivery 
service Represented by the

3 1
1

1

1

1

Quantity of freight hand
led by British Railways 
collection and delivery 
service

' remainder of the 
Order

8
1

1
1

London Transport railways;
number of passenger miles

Number of passen
ger journeys

XCi ,06 Air
cant.

18

20

86

170

33

13

55

London Transport road ser
vices: number of pas
senger miles

Transport Holding Company 
road services: number of 
passenger miles

Other operators: number of 
passenger journeys

Number of ton miles for all 
road goods transport, 
including ‘C’ licence 
vehicles

Freight receipts of vessels in 
foreign trade deflated by 
indices of freight rates: 
Tankers 
Dry cargo:

Liners 
Tramps

Passenger movement by 
Commonwealth ships 
(assumed that proportion 
of passengers carried by 
British ships is constant): 
Between U.K. and con
tinent

Between U.K. and other 
countries

Vessels in coastal trade: 
arrivals and departures 
of Commonwealth ships 
with cargo (net tonnage)

Total arrivals and departures 
of shipping at U.K. ports 
(net tonnage), representing 
port services

Inland waterways: net ton 
miles

All operators: total 
number of 
passenger 
journeys

707, Postal semccs 
I telecomiDuiu-

and

cations

Index of ton miles

•Total dry cargo

ttansport
^xesand
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tor

o f Par,

c r\ice
iiantiiv

™^Bntish Rail,,

«!S°"
on^Transpon iaihvB«. 

o f passenger miles

Standard industrial classification

Order

Mini-
mum
List

Head
ing

Industry

XIX
cont. 706

Weight
per

10,000
Annual indicator

Air transport

*^'Presented by '■

JJ'Painderoftbe 
Order

on Transport road ser- 
number of pas. 

ger miles
'port Holding Company 
d senices: number of 
scnger miles 
' operators: number of 
senger journeys 
x r  of ton miles for all 
d goods t r a n ^ r t ,  
luding 'C  licence 
lides

Nmbtrctpissa, 
6 ^  journeys

All operators: total 
number of 

I passenger 
journeys

Index of loo miles

bt receipts of vessels in 
;ign trade deflated by 
ia s o f f r e i^ t  rates: 
ikers

, iT otal dry cargo

707

17

Quarterly indicator 
(if different from 
annual indicator)

Postal services and 
telecommuni
cations

69

1

13

All scheduled services: 
Number of passenger miles 
Number of short ton miles: 

Mail 
Freight

Non-scheduled services: 
available capacity (short 
ton miles)

Total flights between the 
U.K. and abroad plus 
twice internal flights, re
presenting airport services

General Post Office:
Number of letters and 

parcels posted, parcels 
and letters weighted 7:1

Represented by the 
remainder of air 
transport

1 i

Number of money orders 
issued

Number of postal orders 
cashed

Number of pensions and 
allowances paid‘2> 

Number of broadcast re
ceiving licences issued'^* 

Number of inland telegrams 
Number of overseas tele-

Number of machine’ 
counted letters 
and number of 
parcels

709 Miscellaneous 
transport 
services and 

storage

33

grams
Number of telephone ex

change connections: 
Business 
Residence

Number of telephone calls: 
Trunk 
Local
International 

Number of telex calls 
Number of private wire 

rentals:
Telephone
Telex

Number of telegrams 
handled by cable 
companies

Number in employment

Represented by the 
remainder of the 
Order

«3)

Represented by the 
remainder of the 
Order

‘2‘Representing agency services.
‘3’Quarterly figures of local calls are estimates.
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Standard industrial classification

Order

Mini
mum
List

Head
ing

XX
810

Industry

'S'?!

Distributive trades 
Wholesale 

distribution

I s  -

• • :

‘ ft

vrAt
I ■J 820

. . V *  f t '

Retail distribution

. < '  i  » 831
»«

I

Dealing in coal, 
builders’ 
materials, grain 
and agricul
tural supplies

832 Dealing in other 
industrial 
materials and 
machinery

y

Weight
per

10,000
Annual indicator

SUP*
ifl'dust W(

Quarterly indicator 
(if different from 
annual indicator)

Min*-
liiuni

h2 -
ins

Ifldustty
1C

j

1,162
245

40

II

42

32

29

16

16

1

Volume index of retail sales, 
representing wholesalers 
supplying mainly retailers 

Deliveries of petroleum 
products for inland 
consumption

Consumption of newsprint 
Home deliveries of paper and 

board
Deliveries of cotton and 

mixture cloth and fibres, 
representing merchant 
converters

Volume of U.K. exports of 
various categories of goodS; 
representing export trade 
of merchants

Volume index of retail sales 
Deflated cost of national 

health service prescriptions 
Coal consumed by main 

classes of user
Index of industrial production 

for construction (Order
I XVIO

Deflated value of farmers’ 
purchases of feedingstuffs 

Deflated value of fanners’ 
purchases of fertilizers 

Wheat and oafs milled 
Arable acreage under seed 
Livestock on agricultural 

holdings
Consumption of iron ore 
Consumption of various 

metals
Deliveries of timber 
Production of hides and 

leather
Consumption of cotton and 

wool yarns, etc. 
Consumption of jute 
Deflated value of deliveries of 

various categories of 
machinery

Receipts of iron and steel 
scrap by steel works and 
foundries

pealing u
ladustrial 
materials and
inncbintO

XXI
jflsuTOiice

andfrmct 
860jl' Insurance

hatting

Interpolation and 
projection of the 
annual figures

Interpolation and 
projection of the 
annual figures

I
Banking

Finance

1
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*»*»

I  - I

\



iO £n

0) - ==

Output at constant prices 95

tor
Standard industrial classification

®ainh' reiajers
P̂ lroleum

^ for inland 
option
Ifion of newsprint
^tnes of paper and

f  U X  exports of 
categories o f goods, 
iiing export trad e :

lex of retail sales 
)st o f national

1th serxTCe prescriptions 
x)nsun)ed by main 
sesofuser
o f industrial productioD 
xnstniction (Order

ue of fanners’ 
-h a w  o f fertilizers 
t and oats milled 
; acreage under seed 
ock on agricultuial

annual figures

1 of cotton a n d : 
, etc.

egcri’riesof

hiflCO'

Mini
mum 

Order List 
Head

ing

Weight
per

10,000
Annual indicator

Quarterly indicator 
(if different from 
annual indicator)

Dealing in other 
industrial 
materials and 
machinery (cont.)

XXI

860/1

Insurance, banking 
and finance 

Insurance

11

Consumption of scrap copper, 
zinc and lead

Consumption of waste paper
Consumption of crude rubber
Production of chemicals and 

dyestuffs
Deflated value of imports of 

oils
Total volume of U.K. exports

604

83

25

8

25

'f*

•A 860/2  ̂ Banking
t.

20

860/3

*t *
iijr.

Finance

11

Consumers’ expenditure on 
life assurance at constant 
prices

Accident insurance: pre
miums paid deflated by 
consumer price index 

Fire insurance: premiums 
paid less claims deflated by 
price index for gross dom
estic capital formation 

Marine, aviation and transit 
insurance: premiums paid 
less claims deflated by aver
age of unit value indices 
for imports and exports 

Motor vehicle insurance: 
premiums paid less claims 
deflated by price index of 
vehicles

Miscellaneous insurance: 
premiums paid less claims 
deflated by consumer price 
index

Number of cheques cleared 
Total bank deposits deflated 

by consumer price index 
Amoimt remaining invested 

in national savings deflated 
by consumer price index 

Bank advances deflated by 
consumer price index 

Building societies;
From 1965: number of 

mortgage advances 
Up to 1964: value of mort

gage advances deflated 
by price index of houses 
with vacant possession

From 1963: two 
indicators, 
weighted equally:

(i) Number in em
ployment in 
Order XXI

(ii) Net acquisition 
of financial 
assets by insur
ance companies 
deflated by F.T.

—Actuaries index 
of share prices

Up to 1962: number 
in employment in 
Order XXI
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Standard industrial classification

Order

Mini
mum 
List 

Head
ing

Weight
per

10,000

XXI
cont.

Finance (com.)

Annual indicator

5iaD(
idustf' W'

Quarterly indicator 
(if different from 
annual indicator)

iTiufl*

orf" „S-

jndustO’
iK

ing

18

deflated
by
consumer
price
index

18

17

8

Value of 
mortgages 
out
standing 

Total 
liabilities 

From 1965: number of trans
actions on London Stock 
Exchange

Up to 1964: number of bar
gains marked on London 
Stock Exchange 

Stamp duty on share transfers 
deflated by index of share 
prices

New capital issues deflated 
by capital goods price index 

Hire purchase finance com
panies:

t
0

Legal services

J74 Medkaland 
* dental sernces

860/4

8

Property owning 
and managing, 
etc.

20

deflated
by
durable 
goods 
price index

146

48

XXII

New credit 
extended 

Balance of 
credit out
standing

Transfer costs of land and 
buildings at constant prices, 
representing estate agents, 
etc.

Stock of commercial and in
dustrial buildings, represen
ting real estate industry

Parts of 860 3 and 860/4 not 
covered above, represented 
by the remainder of the 
Order

Represented by the 
preceding 
indicator

 ̂ i

Interpolation and 
projection of the 
annual figures

871

Professional and i 
scientific services 

Accountancy 
services

704

872

Number of Schedule D tax 
assessments:

Individuals
Partnerships

Number of tax assessments

Educational
services

161

on companies:
From 1966/67: corpor

ation tax
Up to 1965/66: income tax 

Weighted index of teachers in 
grant-aided schools and 
establishments

0  Religious 
organisations 

879 Other profes
sional and 
scientific 
senices

XXDl
Number in employ

ment in Order 
XXII (one 
indicator for the 
Order)

‘̂ lisceilaieous
lenicei ,

theatres,' 
radio, etc. '

®  other
^ o n s
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^ua! ii
Standard industrial classification

lor

atinuaî  -
Order

Mini
mum
List

Head
ing

Industry

Weight
per

10,000

XXII
cont.

Educational 
services (cont.)

Cities
’“ ■"“"iberofiraiB. 
“  «  London S,«t

number of bar- 
, on London • 
‘ wchange
luty on share transfers 
w  by index of share

873 Legal services

874 I  Medical and
dental services

)
ipital issues de0ated 
pital goods price index 
irchase finajKe com.

Represented by the
preceding
indicator

s;
credit 
ended 
ice of 
dit out- 
uding

deflated
by
durable 
goods 
price index

r  costs of land and 
ings at constant prices, 
icnting estate agents,

f  commercial and in- 
ial buildings, represen- 
ealcsuie industry 
860 3 and 860 4 not
ed above, represented 
‘remainder of the

Interpolation and 
projection of the 
annual figures

875

879

Religious 
organisations 

Other profes
sional and 
scientific
services

r of Schedule D tax 
Bjenisi

inershipi

XXIII

Number in
ment in

m

Miscellaneous
services

Cinemas, theatres, 
radio, etc.

f  assessment xxn(o»e
indialo'f"'®

"’ '“ -̂iBCOtnets-' 882 Sport and other 
recreations

.<0

.(0|

rc

Annual indicator
Quarterly indicator 

(if different from 
annual indicator)

10

1

1

34

13

26

15

Number of university 
lecturers

Others employed in education
Weighted average of various 

kinds of cases tried in 
Courts of Justice

Number of grants of probate
Index of hospital staff, based 

on staff costs
Ante-natal, post-natal and 

child welfare clinics: 
number of patients

Home-nursing: number of 
patients

Health visits: number of 
patients

Home helps: number of 
cases

Midwives: number of home 
confinements

Ambulance service mileage
School medical service: 

number of children 
insF>ected

Number of doctors on the 
Executive Council services 
list, representing general 
practice

Weighted average of number 
of dental treatments 

Number employed in other 
medical services 

Number in employment

Number in employ
ment in Order 
XXII (one 
indicator for the 
Order)

95

648

24

11

Number in employment

Number of admissions to 
cinemas

Weighted average of radio 
and television licences 
current

Consumers’ expenditure on 
sport and other entertain
ment at constant prices
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Standard industrial classification

Order

XXIII
com.

lV *

XXIV

Mini
mum 
List 

Head
ing

883

884

885
886

887

888

889

891

899

901

906

Betting

Catering, hotels, 
etc.

Laundries 
Dry cleaning, etc.

Motor repairers, 
garages, etc.

Repair of boots 
and shoes 

Hairdressing and 
manicure 

Private domestic 
service

Other services

Public adminis' 
tration and 
defence

National govern
ment service

Local govern
ment service

Ownership o f 
dwellings

Adjustment for net 
interest

Weight
per

10,000
Annual indicator

15

183

44

Quarterly indicator 
(if different from 
annual indicator)

95

30

50

628

238

152

34

42

10

152

346

■310

Consumers* expenditure at 
constant prices

From 1960: index of catering 
turnover deflated

Up to 1959; estimated total 
expenditure at constant 
prices

From 1963: index of turnover 
deflated

Up to 1962: consumers’ 
expenditure at constant 
prices

From 1963: index of motor 
trades’ total turnover 
deflated

Up to 1962; series for new 
registrations, licences 
current, and deliveries of 
motor spirit

Consumers’ expenditure at 
constant prices

Consumers’ expenditure at 
constant prices

Number in employment Interpolation and

141 Number in employment

projection of the
annual figures

Armed services and women’s 
services: weighted index of 
strength

Non-industrial civil servants: 
weighted index of staff 

Industrial civil servants: 
number in employment 

Police; weighted index of 
strength

Fire service: weighted index 
of strength 

Other local government 
service: number in 

employment
Consumers’ expenditure on 

rent at constant prices, 
representing house owner
ship and occupation (see 
page 87)

See page 83

Number in employ
ment in Order 
XXIV (one in
dicator for the 
Order)

j

g e n e ’

lho« living m P *
W ivi^"^ I s ,  re t.

enterprise.

He businesses of sole m ders ant 
Histence distinct from the P « »  
therefore included in the persona 
of an operating account of the \ 

i I lished. Within the income and e
total of personal income. Their i]
employment, in effect includes th' 
of these businesses. These two elt 
probably by many of the indi’ 
accounts. The undistributed pro 
saring.

The capital account is the ao 
businesses in the personal sector, 

j undistributed profits before pro 
■: l o ^  due to stock appreciation

sector are entirely attributable t
The fixed capital formatioi

^ and .  d

ij , . ^ “2l fanners and partner
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rengihocal government
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(one in
dicator for the 
Order)

Tiers

occupal">”
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Chapter VI

The Personal Sector
1. G E N E R A L  D E S C R I P T I O N

The personal sector is made up mainly of households and individuals resident in 
the United Kingdom as distinct from corporate businesses or organs of govern
ment It includes individuals living in hostels and other institutions as well as 
those living in private households. The sector extends beyond households and 
individuals to include unincorporated private businesses of sole traders and 
partnerships such as farms, retail shops and independent professional men. It 
also includes private non-profit-making bodies serving persons and private
trusts.

Unincorporated private enterprises
The businesses of sole traders and partnerships of individuals do not have a legal 
existence distinct from the persons who are their members and their activities are 
therefore included in the personal sector. Their activities would account for most 
of an operating account of the personal sector, if  one were prepared and pub
lished. Within the income and expenditure account, their inclusion affects the 
total of personal income. Their income, which is described as income from self- 
employment, in effect includes the undistributed as well as the distributed profits 
of these businesses. These two elements cannot be distinguished statistically nor 
probably by many of the individuals concerned, even with access to their 
accounts. The undistributed profits o f these businesses form part of personal 
saving.

The capital account is the account most affected by the inclusion of these 
businesses in the personal sector. Personal saving includes the equivalent of their 
undistributed profits before providing for depreciation and capital gains or 
losses due to stock appreciation. Estimates of stock changes for the personal 
sector are entirely attributable to changes in stocks o f unincorporated enter
prises. The fixed capital formation of the personal sector, apart from that in land 
and existing buildings and in dwellings, is also mainly attributable to these
businesses.

Individual farmers and partnerships, which would in any case be included in 
the personal sector, account for most of the agricultural enterprises. For statistical 
convenience, agricultural companies are grouped with them in the personal 
sector and are not included in the company sector (see page 142).

Private non-profit-making bodies serving persons
These comprise universities, direct grant and other non-profit-making schools 
and colleges, churches, charities, clubs and societies, trade unions, friendly 
societies and private housing associations. They are included in the personal
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100 The personal sector

sector even though they may be incorporated under the Companies Acts. Co
operative societies and building societies are not included here, but are treated 
as corporate businesses and included in the company sector. Private non-profit- 
making bodies serving persons are regarded as groups of persons acting collec
tively for mutual benefit. Only that part of their income which is derived from 
other sectors—mainly income from property or investments—is an addition to 
personal income. Personal donations to such bodies and grants by them to 
individuals are like gifts from one person to another and do not enter into total 
personal income or current expenditure. The estimates of donations to such 
bodies from other sectors, which should be included in total personal income or 
in receipts of capital transfers are, however, incomplete. Transfers from public 
authorities, such as government grants to universities and schools, are included 
in current grants from public authorities and in capital transfers. Contributions 
by companies to charities have been estimated from Inland Revenue data, but 
the estimates cover only contributions not allowed as a business expense and no 
information is available about contributions included in business expenses. The 
expenditure of these bodies on goods and services, chiefly the pay of their 
employees, is treated as part of consumers’ expenditure. The income of their 
employees is, of course, also included in income from employment on the other 
side of the personal income and expenditure account.

It would be desirable to provide a separate account for these bodies, to show 
transactions between them and the main part of the personal sector, but at 
present there is insufficient information to do this. The accounts of non-profit- 
making institutions serving other sectors, for example trade associations and 
private research associations established by industry, are similarly consolidated 
with the accounts of the sector concerned.
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These are trusts, other than those for charitable purposes which are covered in 
the previous paragraph, normally created by individuals and usually for named 
beneficiaries. They include, for example, trusts created by a deceased person 
through his will to provide for a widow or children and trusts created during life 
to provide for dependent relatives.
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The capital transactions of tl 
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single entry for the net increaset 1 I * *funds and their various transacti 
companies (see page 413).

Life assurance and superannuation funds
The life funds of life assurance companies and the funds of superannuation 
schemes are considered to be the collective property of the policy holders and 
members of the schemes in the personal sector. This treatment of the funds 
affects a number of items in the personal sector accounts.

Since the funds are regarded as the collective property of persons, the income 
of the funds which does not arise from premiums paid by persons is included in 
personal income. Personal income includes employers’ contributions which are 
paid directly to the schemes; an estimate of these contributions is included in 
income from employment. The rent, dividend and interest income of the funds 
is included in personal sector receipts of rent, dividends and interest.

The schemes are regarded as providing a service to consumers; the service of 
covering life risks. Consumers’ expenditure therefore includes the administrative 
costs (wages, commissions, rents, etc.) of the schemes, together with the share of 
profits allocated to the life assurance companies and their shareholders.
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Premiums paid by persons, in excess of the costs, etc. mentioned in the 
nreceding paragraph, and claims received by them are not shown in the personal 
income and expenditure account because they do not change the balance of 
personal income and expenditure; they affect only the fo m  in which persons

am Lnt of assets being held by the funds, but do not affect the tota of personal 
assets This treatment is satisfactory so long as interest is centred on the accounts 
of the personal sector as a whole, but the treatment conceals some 
of incoLe within the personal sector. Thus personal income, in the presentation 
now adopted, includes elements of income accruing to persons which are not 
currently received in cash (employers’ contributions to pension schemes and the

L ic h  are in fact received (pensions and other benefits from life assurance and
pension schemes). . . u *u

An alternative arrangement o f the income of persons designed to show the
distinction between direct income from current work and property on the one
hand and, on the other, income from current grants, pensions, life assurance
benefits, etc. (some of which may be regarded as deferred income froin work or
property), is given in a table in the Blue Book (see page 114). Another al emative
form of presentation would be to show amounts of premiums and claims as
separate current transfers in the personal income and expemhture account and
the net increase in the funds as an imputed interest payment from the company
sector to the personal sector. The rent, dividend and interest income of the funds
would then be treated as a receipt of companies.

A revenue account for the funds, showing separately the various items involved 
is given in Table 24 of the 1967 Blue Book and described below (page 113).

The capital transactions of the funds are, however, included with those ot 
financial companies. The financial account for the personal sector includes a 
single entry for the net increase in the funds and any capital formation by the 
funds and their various transactions in financial assets are attributed to financial
companies (see page 413).

i! i

2. TH E P U B L I S H E D  TA B L E S

I N C O M E  A N D  E X P E N D I T U R E  A C C O U N T

The income and expenditure account is the main table for the personal sector. It 
is included in shortened form in the summary tables of the Blue Book and 
in detail in the section on the personal sector. The detailed account presented 
in the 1967 Blue Book is shown on the next page.

This table provides an analysis of personal income by type of income and not 
by type of recipient. A large proportion of persons receive more than one form of 
income; some wage and salary earners may receive both income from employ
ment and income from national insurance benefits in the course of one year; 
probably a majority of persons in receipt of dividend and interest income also 
receive income from some other source.
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102 r/ie personal sector

Personal income and expenditure account, 1966
£ million

Income before tax Expenditure

Wages ............................................
Salaries ..........................................
Pay in cash and kind of H.M.

Forces ........................................
Employers’ contributions:

National insurance and health... 
Other............................................

11,935
8,185

Consumers’ expenditure

513
Transfers abroad (net) 
Taxes paid abroad . . .

24,116

902
902

United Kingdom taxes on
income:

Total income from employment . .  22,437
Payments.......................
Additions to tax reserves

Professional persons*!’ .................
Farmers'!’ ......................................
Other sole traders and partner

ships**’ ........................................
Total income from self-employ

ment**’ ........................................

National insurance and health 
contributions............................

3,646
35

1,426 Total current expenditure

1,797

29,664

Rent, dividends and net interest: 
Receipts by life assurance and

superannuation funds ............
Other receipts.............................

2,470 Balance: saving before providing 
for depreciation and stock ap
preciation ................................

870
2,728

1,844

Total

Current transfers to charities from
companies..................................

National insurance benefits and 
other current grants from public 
authorities...................................

3,598

30

2,973

Total personal income** 31,508 Total 31,508

Source: 1967 Blue Book, Table 22 
**’Before providing for depreciation and stock appreciation.

Income from employment
This includes all wages and salaries including certain forms of payment in kind 
less certain specific expenses of employment, and the pay and allowances in cash 
and kind of H.M. Forces. It also includes payments by employers regarded as 
supplements to wages and salaries; these are (a) employers’ contributions to the 
national insurance scheme, to the national health service and to the Redundancy 
Fund, and (b) employers’ contributions to pension schemes, together with 
compensation payments for injury, etc. Income from employment, thus defined, 
represented nearly three-quarters of total personal income in 1966. A fuller 
description is given on pages 119 to 128.

Income from self-employment
This is the income of persons from unincorporated businesses, namely farmers, 
professional people (but not those who receive salaries), shopkeepers and 
other sole traders and partnerships. Such personal incomes, broadly those
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assessed to income tax under Schedule D as profits of a trade, profession or 
vocation, must be regarded as a combination of labour income and profits, and 
there is no way of distinguishing between these two elements. This is important 
because differences in the relative importance of these mixed incomes, in 1966 
nearly one-twelfth of total personal income in the United Kingdom, may affect 
any comparison of the distribution of income between the factors of production 
from one period to another or between one country and another. It must mso 
be noted that although these incomes are computed, as for income tax, mter 
deducting all business operating expenses (except provision for depreciation), 
they must cover not only the personal expenditure of the recipients but also any 
amounts retained in the business for expenditure on fixed assets and stocks. For 
a fuller description see pages 142 to 147.

Rent, dividends and net interest
This represents an estimate of the total property income received by the personal 
sector. Rent is defined as income arising from the ownership of land and buildings 
(including the imputed rent of owner-occupied dwellings estimated in the way 
described on page 162), less expenditure on repairs and insurance. Dividends 
represent the actual amounts received in the year (not the amounts payable out 
of current year’s earnings of companies, for which an estimate is made in the 
appropriation account of companies—see page 210). The major item is interest 
and dividends on securities of public authorities, public corporations and 
companies (resident and non-resident). The total also includes dividends on 
purchases from co-operative societies, interest on shares and deposits with 
building societies, and interest on bank deposits. All figures of income from these
sources are estimated before deduction of tax.

The income from investments and other property of private non-profit- 
making bodies serving persons, of private trusts, of the life funds of assurance 
companies and of superannuation funds, is included here. That of the life
assurance and superannuation funds is shown separately.

Personal income from rent, dividends and net interest appears as a combined 
item in the national accounts tables. This is because the data at present available 
do not permit satisfactory estimates of the separate items of personal income from 
these sources. The total receipts of rent income by all sectors, which equals total 
payments, is estimated as part of total domestic income. Payments of dividends 
and interest can be estimated for all sectors other than the personal sector, and 
so can the combined receipts of rent, dividends and interest. From total payments 
less receipts by other sectors, the rent, dividends and net interest receipts of the 
personal sector can be obtained as a residue. The method of calculation is 
illustrated on the next page.

Like all figures obtained as residues, the estimate of personal income from 
rent, dividends and net interest cannot be regarded as accurate. Also, with this 
method of calculation the estimate is not subdivided between different forms of 
income. There is, for example, no estimate of personal receipts of company 
dividends or of income from overseas investments. However, an estimate of 
rent income received by the personal sector is made for the distribution of gross 
national product by sector (see page 67), although up to 1964 there was little 
information and the estimate for the earlier years is approximate.

The estimate of income from rent, dividends and net interest is after deduction 
of interest payments by the personal sector. Estimates can be made of certain

3

10

1

-  s<

V
’.-V >

k I,

.A/ \ t, I

m

t

■

t \Pl
*  •*

*

L - - . 'i'--

i it 1

V
•  V

1 i h IF* -I



4.

■i'

> .  •
t *

' - . I k

:*A '/

&  ip/i
.  i t i .  . i

s».;S‘ii

.  * ' .

104 The personal sector

main items of interest paid by the personal sector, and such estimates are made
in order to improve the analysis of personal income. The estimates are described 
on page 114.

The allocation of property income, 1966

1966
£ million

Table in 1967 
Blue Book

A. Payments
R e n t..........................................................................................
Interest and dividend payments'*’:

By companies'2>...................................................................
By public corporations........................................................
By central governmcnt‘2» ....................................................
By local authorities ............................................................

Payments abroad by companies:
Profits due abroad net of United Kingdom tax ...............
United Kingdom tax on profits due abroad .....................

Property income from abroad (payments by overseas sector)

1,949 Table 1

2,652
476

1,041
600

Table 30 
Table 37 
Table 41 
Table 45

220
190

1,496

Table 30 
Table 30 
Table 7

Total payments

Receipts by all sectors except personal sector 
Companies:

Rent and non-trading income'2’ ........................................
Income from ab ro ad ...........................................................

Public corporations:
Rent and non-trading income ............................................
Income from ab ro ad ...........................................................

Central government:
R e n t......................................................................................
Interest and dividends, etc.‘2> ............................................

Local authorities:
R e n t......................................................................................
Interest, etc............................................................................

Pioperty income paid abroad (receipts by overseas sector)

Total receipts by all sectors except personal sector

C. Receipts of rent, dividends and net interest by personal sector 
(A less B ) ..........................................................................

8,624

1,351 Table 30
1,362 Table 30

91 Table 37
8 Table 37

96 Table 41
673 Table 41

604 Table 45
67 Table 45

774 Table 7

5,026

3,598 Table 2

’Including payments abroad.
•2>Excluding in each case estimated payments to, or receipts from, other units within the 

same sector (for example, national debt interest paid to other central government depart
ments, company dividends paid to other companies, etc.).

Current transfers to charities from companies
This item represents the income of charities contributed by companies and 
identifiable from Inland Revenue data. The estimates cover both covenanted and 
uncovenanted contributions not allowed as a business expense.Those con
tributions which are allowed as a business expense for taxation purposes, that is 
contributions made primarily for the benefit of employees, are not covered.
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National insurance benefits and other current grants from public authorities
These incomes are all transfer payments, both to persons and to private non- 
p r o f i t Z C g  bodies serving persons, which are derived not by services to 
production, but by grants from the central government, including the National 
fn Z an ce Funds, w  from local authorities. Although this form of incoine should 
be limited to current grants, these are taken to include death grants, >nj“ry 
benefits and post-war credits, which might be regarded as capital payments. But 
less ambiguous forms of capital grants, such as war damage compensation and 
grants to universities towards the cost of buildings and equipment are ^^cbided. 
The largest component of current grants, in 1966 well over half the total, is 
nation^ insurance benefits; of the other items, the most important are supple
mentary benefits, family allowances, and war pensions and service grants The 
complete list will be found in the current accounts of the central government and 
locaf authorities (Tables 41 and 45 of the 1967 Blue Book), "ney are described 
under the various services provided by public authorities, in Chapter XI.

These payments, with one exception, are confined to payments in cash as 
distinct from benefits in kind such as the provision of education or the services 
of doctors. The exception is that the net cost to public authorities of school meals, 
milk and welfare foods provided free or at subsidised prices, is included here as 
though it were a cash grant to persons. The allocation of exj^nditure of this kind 
between government and consumers presents some difficulty. A practical 
advantage of the treatment adopted here is that all expenditure on food for use 
by households is recorded under consumers’ expenditure; and changes in the 
level of consumers’ expenditure are not affected by variations in the scale of 
provision by the government for school meals and welfare foods.

Consumers' expenditure
Personal expenditure on goods and services would be a more precise, although 
unwieldy, description of this item. It is often loosely described as personal 
consumption’ or just ‘consumption’, but these terms are in some ways misleading. 
The essential points in the general definition of consumers’ expenditure are:

(a) It covers all expenditure by the personal sector, including private non- 
profit-making bodies serving persons, on goods and services for current use. It 
does not cover the whole of national expenditure on consumer-type goods and 
services; it excludes all business expenditure which is reckoned as current costs 
of production and expenditure by public authorities which is part of their final 
expenditure. Such expenditure on consumer goods and services can often be 
estimated only very roughly. Certain purchases by workers of tools or special 
clothing, which are deducted from employment income, as noted on page 126, are 
regarded as business expenditure and excluded from consumers’ expenditure. 
Business expenditure on cars, meals, etc., which is allowed as a business expense 
in computing income for tax purposes of both employed and self-employed 
persons, is also excluded. Expenditure by employers which is regarded as income 
in kind of employees and included in personal income is, however, included. 
This relates mainly to expenditure on food, including meals in canteens and meal 
vouchers, and accommodation which may be provided free or at reduced prices. 
Income in kind is defined on page 125.

(b) It includes expenditure on durable goods, for instance motor cars, which 
from the point of view of the individual might more appropriately be treated as 
capital expenditure. The only exception is the purchase of land and dwellings
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106 The personal sector

and costs mcuiTed in connection with the transfer of their ownership, which are 
treated as personal capital expenditure. It would be possible to treat all personal 
purchases of durable goods as capital expenditure. However, this would involve 
first, reckoning as consumers’ expenditure the annual value or benefit derived 
from such goods, which could be related to the rate of interest and of deprecia
tion, and secoTidly, imputing a corresponding amount of income. This is in fact 
done for dwellings. But there exists a basis for the imputation in the rents paid 
for dwellings which are let, and in the estimated annual values used for rating 
purposes. For other durable goods the calculation would be almost entirely 
fictitious. Although some imputations have been suggested, the common inter
national practice is to reckon all consumers’ expenditure, except that on the 
purchase of land and dwellings, as current expenditure. Nevertheless, in 
interpreting the pattern of consumers’ expenditure and personal saving, *the 
separation of purchases of durable goods from goods more rapidly consumed 
can be of great importance, and the items which might be regarded as goods of a 
capital nature are so far as possible shown separately.

(c) Consumers’ expenditure does not include free services, such as education 
and the health service, provided by public authorities. These are treated as 
current expenditure by public authorities—as collective consumption. But 
consumers’ expenditure includes the cost of private purchases of analogous 
services, for example private education, and also the payments made by patients 
for goods and services provided under the national health service. A reduction in 
consumers expenditure may thus be directly linked with an increase in the extent 
of public provision of such services. However, the net cost to public authorities 
of school meals, milk and welfare foods, provided free or at subsidised prices, is 
included in consumers’ expenditure, so that consumers’ expenditure includes 
their total cost (see page 105).

(d) Expenditure must be understood as the acquisition of goods and services 
rather than actual disbursements of cash in the period of account. It relates to 
the total value of goods acquired whether paid for outright or not. Thus when 
consumers buy on hire purchase or other forms of credit much of the payment 
may oixur after the transaction is recorded. Similarly, contributions to Christmas 
or hohday funds are not regarded as expenditure until goods or services are 
actually acquired. This treatment, o f course, has a bearing on the measurement 
o f personal saving. An increase in the amount of consumer debt outstanding 
will, other things being equal, be associated with lower personal saving.

When credit is extended by the retailer, the goods acquired are valued at the 
total amount charged by the retailer, including any amount charged for the 
provision of credit. Hence consumers’ expenditure may be said to comprise not 
only the cash price of such goods but also the interest charge and the adminis
trative costs of supplying the goods on credit. However, when credit is extended 
by a hire purchase finance company, the cost of that credit is separated and is not 
included in consumers’ expenditure but is treated as an interest payment.

(e) The estimates of consumers’ expenditure include purchases of second
hand as well as of new goods, less the proceeds of sales of used goods. The sale of 
second-hand goods between consumers does not in itself affect the total of 
consumers’ expenditure. But the total must include purchases by consumers of 
second-hand goods from other sectors (for example of second-hand cars from 
business concerns, or of army surpluses from the government), and also the costs 
incurred in the transfer of used goods when the goods are bought from a
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dealer (dealers’ margins and handling and reconditioning costs).
The estimate of consumers’ expenditure, more than that o f any other major 

rate of i . ' benefit  ̂ ma^mitude in the national accounts, is built up commodity by commodity from
Amount ®nd of ,1 a variety o f sources. The classification and the sources from which estimates are

‘ f o r t  * iiicorne Th mlde are d e s c X d  on pages 147 to 202. The method of brick by brick estimation
 ̂ that considerable efforts may often be required to estimate

dues paid forms o f personal expenditure which are m themselves o f little economic
sienificance, but which must be measured solely to estimate total expenditure. 
S m e  gaps and some duplications are almost inevitable as there is no adequate 
check on the aggregate other than the check afforded by the balance between
national income and national expenditure in total. . j  ^

The estimates of consumers’ expenditure in the Blue Book are presented for a 
number of categories of goods and services valued both at current and at constant 
market prices (see page 117). The same information is given quarterly for a much
more limited number of categories.
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cr, the net cost to oublic finfhf\riri«

Transfers abroad {net)
This item represents net transfer payments by persons to the rest of the world in 
the form of migrants’ remittances, gifts, etc. The figure is taken directly from  
the balance of payments accounts where it is entitled ‘Private transfers. The 
item includes gifts of goods sent by parcel post, payments by United Kingdom 
residents to their dependants overseas and transfers o f funds by missionary 
societies and charitable institutions. Some of the payments included, for example 
legacies and assets transferred by migrants, should strictly be treated as capiM  
transactions. Some transfers may also relate to companies and not to the 
personal sector, but such transfers are thought to be small. The item, although 
small is shown separately in the accounts o f the personal sector because it falls 
into a separate category of transactions (voluntary transfers to and from over
seas residents).

Taxes paid abroad
This item represents payments of taxes to overseas governments by the personal 
sector on property income from abroad. The estimate is made by the Inland 
Revenue on the basis of the reUef given against United Kingdom tax. The item 
is small but is shown separately because it falls into a separate category of
transactions.

United Kingdom taxes on income
Taxes paid by the personal sector consist mainly of income tax and surtax. 
Up to 1966 they also included a small amount (about £3 million) of profits 
tax payable by Lloyd’s underwriters and farming companies (included in the 
personal sector). From 1964 the estimated amount of income tax on short-term 
capital gains, collected under Schedule D, is excluded from this item and 
included with taxes on capital. In respect of years before 1947, small amounts of 
profits tax and excess profits tax were also charged on sole traders and partner
ships.

Tax deducted at source by companies, public corporations or public author
ities on dividends and interest paid to the personal sector is included here. Such
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taxes are regarded as failing on those receiving the dividends and interest not 
on the companies or public authorities paying them. Thus persons are regarded 
as receiving dividends and interest payments gross, before deduction of tax 
The estimate of tax payments by persons takes into account not the standard 
rates of tax which are deducted at source, but the actual taxes paid by persons 
The actual tax payments are, of course, determined by the level of the total 
taxable income of the recipients and therefore the amount of tax falling specific
ally on dividends and interest cannot be ascertained (see page 328). The estimates 
include the tax paid on the investment income of the life funds of life assurance
companies and of superannuation funds, which are regarded as the property of 
the personal sector. ^ k /

Most persons pay income tax at the same time as they receive their income, by 
deduction from wages or salaries under ‘Pay-as-you-eam’ (PAYE) or by de
duction at source from dividend and interest payments. For them, accrual and 
payment of tax can therefore be regarded as simultaneous. Traders and pro
fessional men, on the other hand, are generally assessed, like companies by 
reference to the profits earned in an earlier period; it is therefore assumed that 
such persons, like companies, establish a reserve against future payments of tax, 
although it is doubtful whether many in fact do so. Surtax payments also lag 
behind the income on which the liability is normally measured. An estimate is 
therefore made of additions to tax reserves representing the excess of tax 
accruing on the year’s income over actual tax payments, and arising wholly 
from incomes from self-employment and from incomes chargeable to surtax 
No allowance is made for the effect on the difference between accrual and 
payment of tax of the delay in making repayments of income tax. To treat 
total tax accruals as a charge against income before the amount of saving is 
calculated, although corresponding with accounting realities in the case o f  
companies, may be regarded as somewhat fictitious for the personal sector; for 
some purposes it may be more realistic to treat the additions to tax reserves as a 
part of personal saving. They are so treated in the quarterly accounts because no 
quarterly estimates of additions to reserves can be made.

The estimates of tax payments by the personal sector are made by the Inland 
Revenue from the records of tax collected under the various schedules o f income 
tax, most of which can be allocated directly between the different sectors, and 
from the separate records of surtax collection. Under the new system of com
pany taxation the taxes paid by the personal sector from 1966 approximate 
fairly closely to the total of income tax and surtax payments. Where tax is 
deducted at source the estimates relate as far as possible to the amounts withheld 
rather than to receipts by the Inland Revenue. The reliability of the estimates o f  
payments is good. The estimates of accruals and therefore of additions to tax 
reserves are based on a further analysis of income tax and surtax assessments by 
the year in which the income arose.

National insurance and health contributions
This comprises both flat rate and graduated contributions from employers, 
employed, self-employed and non-employed persons. It will be remembered that 
employers’ contributions are included in personal income, and the total o f  
national insurance and health contributions is thus treated as a direct tax falling 
on the recipients of income from employment and self-employment, and not as
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a tax on the employer. The figures are taken from the central government 
accounts and are described on page 265.
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Balance: saving before providing fo r  depreciation and stock appreciation
This important element is obtained as a residue or balancing item; it is the 
difference between the estimate of total personal income on the one hand and the 
total of consumers’ expenditure, transfers abroad, tax accruals and national 
insurance contributions on the other. Its accuracy, therefore, depends on the 
accuracy of these other items in the personal income and expenditure account. 
Since personal saving is a relatively small difference between two large aggregates 
which are themselves subject to error the estimate o f personal saving is particu
larly uncertain. However, the estimates o f changes in saving are unlikely to be 
grossly erroneous even though the absolute level o f saving may be open to
significant error. , .  ̂ i*u u

There is some check on the movements of the personal savings figure, although
not one independent of the residual method of calculation, in that the saving of
the personal sector should be equal to the excess of total investment (in fixed
assets, stocks and net investment abroad) over the aggregate saving derived
from the other sectors and capital transfers from abroad. The residual error,
which is treated as a form of income not matched by identifiable -expenditure,
appears as a form of saving in the combined capital account (Table 6 o f the
1967 Blue Book) and shows that the estimates of total investment and aggregate
saving do not in fact balance perfectly. If an error in the figure of the saving of
the personal sector arises from an error in the items of factor income (income
from employment and self-employment) or final expenditure (consumers’
expenditure) then the residual error is affected by an equal amount.

It is possible for the absolute level of personal saving to be in error without 
the residual error being affected, if an error in personal income from employ
ment and self-employment or consumers’ expenditure is associated with an equal 
error in fixed capital formation or the increase in the value of stocks. For 
example, if consumers’ expenditure were too high and fixed capital formation 
were the same amount too low, the residual error would not be affected but 
personal saving would be too low. In the earlier estimates made for periods 
before 1948 there was little direct evidence about fixed capital formation or 
stockbuilding which were estimated largely as balancing items and incorporated 
the errors which for subsequent years are shown as the residual error. An error 
in the level of personal saving may also arise from errors in the estimates of 
transfer income and payments; the error would then be associated with an equal 
and opposite error in the saving of other sectors.

An independent but, as yet, very rough check on the estimate o f personal 
saving is provided by the estimates of transactions in financial assets. The excess 
of personal saving and net receipts from capital transfers over expenditure on 
fixed assets and stocks represents the net acquisition of financial assets. An 
independent estimate of the net acquisition of financial assets can be built up 
from individual estimates of transactions in the various forms of financial assets. 
In recent years there has been a big increase in the information available-about 
financial transactions (described in Chapter XIV) and from 1963 an approximate 
indication is available for nearly all the major items. A comparison of the two 
estimates of personal saving (before providing for tax reserves) can be made from 
the 1967 Blue Book for the years 1965 and 1966 as follows;
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Alternative estimates of personal saving'i

£ million

Balancing item in personal income and expenditure account‘1’ 
Net acquisition of identified physical and financial assets plus 

net payments of capital transfers ...............................

Diflference (net acquisition of unidentified assets and 
liabilities and statistical discrepancy)...............................

1965 1966

1,895

2,427

1,879

2,410

532 531

‘1’Before providing for depreciation, stock appreciation and additions to tax reserves.

The estimate o f saving derived from the net acquisition of financial assets is 
too high in so far as increases in some forms of financial liability are not recorded; 
in particular, trade and other credit received by the personal sector. On the other 
hand, it is too low in so far as acquisitions of financial assets are not recorded. 
The balancing item in the personal income and expenditure account is too low 
because there is inadequate information on transfers between the company 
sector and the personal sector, in particular on transfers to the private non- 
profit-making bodies in the personal sector. In so far as the residual error in these 
two years is due to errors in income from employment and self-employment or 
consumers’ expenditure, the balancing item in the personal income and ex
penditure account is too high. On a quarterly basis, there is evidence that part 
of the residual error is attributable to the personal sector items because there is a 
distinct seasonal pattern in the residual error which appears to be associated with 
a seasonal pattern in the difference between the two estimates of personal saving. 
In the first quarter of the year the residual error is generally a large negative 
(that is income considerably exceeds expenditure) and the estimate of saving 
from the personal income and expenditure account appears to be higher than 
that obtained from the financial account, whereas in the other quarters it appears 
to be lower‘1*.

In addition to the unreliability surrounding the figures of personal saving, the 
following considerations are important for interpreting them:

(a) The estimates necessarily include not only personal saving as it might be 
generally understood but also the whole saving of self-employed persons, 
although part of the latter, if it could be distinguished, might be better regarded 
as business rather than personal saving. There is no unique way of dividing the 
income of the owner of an unincorporated business, even notionally, between 
salary, distributed profit and undistributed profit. Estimates are made of the 
amount of fixed capital formation and of the value of the increase in the stocks 
of unincorporated enterprises, and as a convenient hypothesis these expenditures 
might be regarded as a first charge on profits, and excluded from personal saving. 
This would not necessarily, however, bear much relation to reality since such 
capital formation may often be financed not out o f profit but by borrowing 
from other persons or other sectors. An estimate for stock appreciation attribut
able to the personal sector is, however, made and can be excluded from the

‘J’ See ‘More Light on Personal Saving’, Economic Trends, April 1965.
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saving of the personal sector. Saving also includes provision for depreciation 
both by unincorporated enterprises and in respect of buildings owned by the
personal sector. c.. i •

(b) The estimates include the collective saving done by non-protit-makmg
bodies, including charities, and private trusts. . . ,  ̂ .

(c) Saving by means of life assurance and superannuation schemes is included.
The excess o f the income o f life assurance and superannuation funds from 
premiums etc. and from property, over benefits paid and administrative costs, 
etc. is included in personal saving (see page 100). An estimate o f this form o f  
saving is given in the revenue account of the funds (Table 24 of the 1967 Blue
Book). , . • r

(d) Another difference from what might be the popular interpretation ot
personal saving is that saving by the purchase o f durable goods (other than land 
and houses) is excluded since these purchases are treated as consumers’ ex
penditure.

National income statisticians in other countries where estimates o f personal 
saving are attempted are confronted by similar problems. There are, certainly, 
ways in which the estimate of personal saving might be improved. The first way, 
which is constantly being pursued, is the improvement o f the estimates o f  
personal income and expenditure. For example, to build up estimates o f con
sumers’ expenditure to a reliable total is important not only because the aggreg
ate is significant in itself, but also because it is essential, in present conditions,
for a rehable estimate o f saving.

The second approach is the study of the changes in financial assets and 
liabilities held by persons. For many o f these, reliable statistics have existed for 
some time, although in some cases there are difficulties in separating the assets 
held by persons from those held by other sectors. However, this information 
has been of limited use in explaining the year-to-year fluctuations because there 
has been little or no information on some important forms o f assets and liabilities 
most likely to be affected by substantial fluctuations in the level of personal 
saving. In recent years there has been a big increase in the information available 
about financial transactions. From 1963 it is possible to make at least rough 
estimates of two important variable items—holdings of government securities 
and holdings of company and overseas securities. These new estimates have led 
to the alternative estimates of saving in 1965 and 1966 given above. However, 
there is still insufficient information on the various short-term assets and debts 
of unincorporated businesses and o f trade and other credit provided by com
panies to persons, which may be important in arriving at estimates of personal 
saving by this method. The improvement o f the financial information is con
tinuing and the available information is set out in the financial account for the 
personal sector (Table 74 of the 1967 Blue Book).

A third approach is the collection o f information on saving by a sample 
survey of persons. Some results have been published‘2) of a series o f such surveys 
conducted by the Oxford Institute o f Statistics and a survey for 1955 conducted

‘2>See H. F. Lydall, British Incomes and Savings, Blackwell, 1955, describing the first of 
these surveys (that made in 1952); and articles on this and subsequent surveys in the 
Bulletin o f the Oxford Institute o f Statistics, February 1955, May 1955, August 1955 and 
May 1958.
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112 The personal sector

by the Central Statistical Office, The method is, however, a difficult one to use 
for the estimation of total saving, first because most saving is done by relatively 
few people and it is difficult to obtain a satisfactory sample; secondly because 
the questions asked are inevitably complicated and the response tends to be 
inadequate; and thirdly because the figures cover the saving of households only 
and exclude the saving of individuals living in institutions and, more important, 
the ‘collective’ saving of private trusts and non-profit-making bodies.

O T H E R  BLUE BOOK TABLES R E L A T I N G  TO THE PERSONAL SECTOR

The standard national accounts for the personal sector are the income and 
expenditure account (described above), the capital account (described below) 
and the financial account (described in Chapter XIV). In addition there are a 
number of other Blue Book tables relating to the personal sector which are 
designed to show in more detail particular aspects of personal transactions.

Tables 17 and 18. Industrial analysis of personal income
Income from employment is analysed according to industry. The analysis 
showing the contribution of each major industry group to the gross domestic 
product (Table 17) shows also where possible the division into wages, salaries 
and employers’ contributions to national insurance and to superannuation 
schemes, etc. A more detailed analysis (Table 18) shows separately the wages and 
salaries (but not employers’ contributions) in each of fourteen manufacturing 
industries. A similar analysis by industry for income from self-employment is 
not made because of uncertainty about the industrial composition of the 
adjustments to the Inland Revenue figures; for most of the industry groups in 
Table 17 income from self-employment is combined with the gross trading 
profits of companies. An analysis of the incomes of the self-employed (individuals 
and partnerships) which are charged to tax in industries classified by financial 
units (and thus not completely comparable with the analysis of income from 
employment for establishments in Table 17 of the Blue Book) is, however, shown 
in the annual Report o f the Commissioners o f Inland Revenue. For example, the 
110th Report (Cmnd. 3508) gives figures in Tables 41 to 44 for assessments 
made in 1965/66.

Table 23. Capital account
Receipts on capital account for the personal sector are the saving and additions 
to tax reserves carried forward from the personal income and expenditure 
account, together with receipts from capital transfers. Up to the early 1950’s 
capital transfers received by the personal sector were mainly war damage 
compensation paid by the central government. In 1955 and 1956, the most 
important item was compensation payments made under the Town and Country 
Planning Acts of 1954, but these declined rapidly and by 1960 were unimportant. 
The most important item in the early 1960’s was central government capital 
grants for education which are grants made to universities and other private 
non-profit-making bodies. Other items of importance in later years are grants 
to farmers, mainly for farm improvements and field drainage, and local authority 
grants for the conversion and improvement of housing. Receipts are shown net 
of payments, but payments have been very small. The 1966 total of £155 million 
was made up as shown below.

A

i

value ofs'"
Ike feed caP>“

..-iMirainsandff.coital gains ana H

Tie balanciug ,
■« iuvesm f

in He faaacial account for

1

jahle 21
■jhis table is a res'en'̂  ̂
which are regarded as the p 
schemes in the personal satr 
as well as ordinar)' businei 
assurance business is include 
some may be undertaken f< 
annuation schemes—princij 
2o«niinent senice employ 
benefits actually paid in the 
pensions and other benefits 
payments made by employf 
injured employees or their di 

The estimates for life assur 
the summary accounts of a 
lished in the Amual Absirac 
the 1967 issue). The estimate; 
Revenue data and the publis! 
funds and private unfunded

ion scheme
“ taken of inforoation

and He Faculty „f
“utobntions of em

S ’®' * ’<*ual

'fk C o l ?

CO

OJd k

i. j.



■ V

^  >>owever
sa<! ’ * o„

■̂ ted 2

Use
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£ million
Education..................................................
Agriculture................................................
Housing......................................................
Other..........................................................
less Payments ..........................................

Total ........................................................

Payments on capital account for the personal sector are fixed capital forrnation, 
the increase in the value o f stocks, and taxes on capital. The basis o f the estimates 
of gross domestic fixed capital formation is described in Chapter XII and that 
of the increase in the value of stocks in Chapter XIII. The only taxes on capital 
from 1955 to 1963 were death duties; from 1964 the estimated amount of tax on 
short-term capital gains and from 1966 payments of capital gains tax are included. 
The balancing item in the account is the net acquisition o f financial assets 
including net investment abroad; an analysis of financial transactions is given 
in the financial account for the personal sector, described in Chapter XIV.

Table 24. Revenue account of life assurance and superannuation funds^
Tliis table is a revenue account for life assurance and superannuation funds 
which are regarded as the property of the policy holders and members o f the 
schemes in the personal sector (see page 100). Life assurance includes industrial 
as well as ordinary business, including that of collecting societies. All life 
assurance business is included and attributed to the personal sector even though 
some may be undertaken for other sectors. In the case o f unfunded super
annuation schemes—principally the superannuation schemes for national 
government service employees, police and firemen—the table includes the 
benefits actually paid in the year, both in contributions o f employers and in 
pensions and other benefits paid. These items also include some redundancy 
payments made by employers and compensation payments by employers to 
injured employees or their dependants.

The estimates for life assurance and insured pension schemes are derived from 
the summary accounts of assurance companies and collecting societies, pub
lished in the Annual Abstract o f Statistics (for example, Tables 364 and 370 of 
the 1967 issue). The estimates for non-insured funds are based mainly on Inland 
Revenue data and the pubhshed accounts of public enterprises. For non-insured 
funds and private unfunded schemes, use has also been made of the surveys of 
occupational pension schemes undertaken by the Government Actuary. Account 
is also taken of information collected from their members by the Institute of 
Actuaries and the Faculty of Actuaries in Scotland.

The contributions of employers are those included in income from employ
ment: the estimates are described on pages 126 to 128. The contributions of 
employees, individual premiums, etc. consist o f employees’ contributions to 
superannuation funds and individual payments to life assurance companies and 
collecting societies, including payments by the self-employed. Payments to life 
funds are obtained by deducting from the total amount of premiums paid the 
estimated amount of employers’ contributions to superannuation schemes 
insured with life companies. Rent, dividend and interest receipts are estimated 
before payment of tax wliich is included in administrative costs, etc. The figures
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for pensions and other benefits paid include lump sum payments, payments to 
widows and dependants, surrenders, etc., so far as ascertainable, as well as 
annuities to policy holders and retired employees. The estimates of administrat
ive costs, etc. are described on page 181. The balancing item, the ‘Net increase in 
funds’, is part of personal saving, and is shown in the financial accounts as a 
transaction between the personal sector and financial institutions. The financial 
transactions of the funds are shown separately in the analysis of financial 
transactions by sector and type of asset (Table 73 of the 1967 Blue Book).

Table 25. Categories o f personal income
A method of classifying personal income is given, alternative to that in Tables 
2 and 22. It is designed to distinguish (a) cash income from imputed income 
and income in kind; (b) pensions and other benefits from life assurance and 
superannuation schemes on the one hand, from income derived from work 
and property on the other; and (c) the income of households (including un
incorporated businesses) from the income of ‘collective persons’. The object of 
the third of these distinctions cannot be fully realised; the income of life assurance 
and superannuation funds is distinguished but, because of lack of information, 
the income of private non-profit-making bodies and private trusts generally 
cannot be separated from the income of households.

Some of the items require further explanation:
(a) Rent, dividends and interest. In Table 2, only a single net figure is given of 

receipts from rent, dividends and interest less payments of interest. For Table 25 
this figure is divided between cash receipts of households and private non-profit- 
making bodies, imputed receipts of households and private non-profit-making 
bodies (rent of owner-occupied dwellings and accrued interest on national 
savings certificates) and cash receipts of life assurance and superannuation 
schemes (shown separately in Table 24). Estimates are made of the main 
categories which can be identified of interest payments by households and private 
non-profit-making bodies and added to the net figure of their cash receipts to 
give an estimate of gross receipts. About half of the total payments of £668 
million for 1966 was accounted for by mortgage interest paid to building 
societies. The remainder covered mortgage interest paid to local authorities and 
general insurance companies, interest on bank advances and hire purchase 
charges paid to hire purchase finance companies (but not those paid to house
hold goods shops).

(b) Imputed income and income in kind are, as far as possible, distinguished 
from the cash income of households, including H.M. Forces, and private non- 
profit-making bodies.

(c) Current grants from public authorities are divided to show separately 
retirement pensions and similar payments. A comparison can thus be made 
between income from all kinds of pensions and income from work and property.

(d) Pensions and other benefits from life assurance and superannuation schemes 
are those shown separately in the revenue account of the funds (Table 24) 
described above. In the national accounts such receipts are not treated as 
personal income, but are regarded as transfers within the personal sector (see 
page 101).

(e) Adjustment for life assurance and superannuation funds. The total income 
of households and private non-profit-making bodies, including pensions and 
other benefits from life assurance and superannuation schemes (as shown in
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to rj- 25) falls short of total personal income (as defined in Table 2) by the extent

^ tra t .  superannuation funds from employers’ contributions and property income (see
page 100).

Table 26. Distribution o f personal income before and after tax
This table provides an analysis of personal income, from all sources, by ranges of 
total income before and after tax. It is based mainly on the income surveys of 
the tax returns of individuals now carried out annually by the Inland Revenue. 
The incomes of husband and wife are counted as one income, as for tax ^rposes.

The income of individuals as defined for income tax purposes differs in a 
number of ways from the definition of personal income in the national income 
accounts. The main difference in coverage is the inclusion in the Inland Revenue 
returns of all pensions and all annuities except the non-taxable capital element 
of purchased life annuities. On the other hand, employers’ contributions to
national insurance and superannuation schemes are excluded. .

The incomes shown in the classification by ranges include the following m
addition to income covered by the Inland Revenue data;

(i) Incomes below the effective exemption limit, except the incomes ot persons
receiving less than £50 a year , c j  »
(ii) Supplementary benefits and those national insurance benefits and grants
which are not liable to tax (unemployment, sickness, maternity, injury,
disablement and death benefits and grants)
(iii) Scholarships and other educational grants
(iv) Income in kind of domestic servants and agricultural workers 

Estimates of each of these items have been allocated to what seem to be the
most appropriate income ranges. ^

It is, however, impossible to allocate the whole of the income of the personal
sector *by income ranges and the following main components of income are
excluded from the classification by ranges:

(a) The ‘collective’ income received from other sectors by private non-profit- 
making bodies, by private trusts and by life assurance and superannuation funds. 
This comprises investment income and also grants by public authorities to 
universities, schools, etc. and gifts by companies to charities. Pensions and 
annuities, etc. paid out by life assurance and superannuation funds and trusts
are, however, included. . . .  . . .

(b) Income directly received by, or imputed to, individuals which is not
regarded as income in the Inland Revenue returns either because of its non-
taxable nature, or because it is specifically exempt from tax;

(i) Income in kind other than that of domestic servants and agricultural
workers
(ii) The imputed rent of owner-occupied dwellings or, before 1963, the amount 
by which the imputed rent exceeded the income tax valuation
(iii) The difference between the estimated income of farmers and the sum of 
their tax assessments
(iv) Certain non-taxable grants from public authorities (school meals,-milk 
and welfare foods and industrial services for the disabled)
(v) Accrued interest on national savings certificates
(vi) Dividends of co-operative societies
(vii) Post-war credits
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(viii) Employers’ contributions to national insurance and superannuation 
schemes
(c) Incomes of persons receiving less than £50 a year,
(d) Deductions from income which are allowed for in the Inland Revenue 

returns but not in the estimation of personal income:
(i) That part of the income of self-employed individuals which is covered by
capital allowances ^
(ii) That part of employees' contributions to superannuation schemes which 
is allowable as a deduction for income tax purposes; and, before 1961/62, 
part of employees’ contributions to national insurance
The classification by ranges also excludes mortgage interest (except from 

1967/68 that on option mortgage schemes), bank interest and other loan interest 
allowable as a deduction for tax purposes. The estimates of personal income 
are net of all interest payments.

The difference between total personal income and the total income shown by 
ranges, which in the table is called ‘Income not included in the classification by 
ranges', is mainly the sum of the above categories (a) to (d) less the total of 
pensions and annuities, etc. derived from private superannuation schemes and 
the taxable portion of purchased life annuities. The incomes shown in the distri
bution by ranges include these pensions and annuities, and exclude most of the 
corresponding contributions and premiums. These constitute transfers within 
the personal sector and do not affect total personal income (see page 100).

The income allocated by ranges is over 80 per cent of total personal income. 
The unallocated balance might of course be allocated by arbitrary hypothesis, 
but it seems preferable to confine the table to those forms of income for which 
there is at least some direct evidence of the distribution.

The table also shows the number of incomes. The combined income of a 
married couple is counted as one income, but juveniles receiving separate 
incomes, even though partially dependent on their parents, are treated as 
receiving separate incomes. The number of incomes in each year is estimated 
by deducting from the total population of the United Kingdom the estimated 
number of married couples, the estimated number of persons with no income 
and those having incomes of under £50 in the year. The latter includes, for 
instance, schoolchildren with casual earnings and persons with small investment 
incomes. The estimate cannot be precise and there is no check from the income 
tax records because the number of persons with incomes in the year below the 
effective exemption limit is not directly recorded. The numbers relate to all 
persons receiving incomes for the whole or any part of the year. A woman who 
is single, widowed or divorced for part of the year is counted as having a separate 
income of the amount received while she was single, widowed or divorced. For 
this reason, and also because others have incomes for only part of the year if 
they start work, retire or die, the number of small incomes is larger than it 
would be if incomes were measured by their annual rates at a given point of time.

The distribution of incomes above the income tax effective exemption limit is 
based on the income surveys carried out by the Inland Revenue, of the tax 
returns. The Inland Revenue conducts detailed quinquermial surveys of a sample 
of incomes which are described in the annual Report o f the Commissioners o f  
Inland Revenue. The table in the 1967 Blue Book is based, for 1959, on the 
survey for 1959/60 described in the 105th Report and, for 1964, on the survey 
for 1964,65 described in the 109th Report. Figures for other years were previously
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based on projections from the last available quinquennial survey but this 
method proved unreliable. From 1962/63 annual surveys, similar to the special 
Quinquennial surveys but smaller in coverage, provide a basis for estimating 
die distributions each year. Provisional estimates for the latest year are based 
on the first results of the latest survey (m the 1967 Blue Book figures for 1965 
are based on first results of the 1965/66 survey) and estimates for the earlier 
vears are based on the final results of earlier surveys (m the 1967 Blue Book 
1963 figures are based on final results of the 1963/64 survey). Incomes below 
the income tax effective exemption limit are mainly those of the retired, old age 
pensioners, juveniles and part-time workers; their total income is roughly 
estimated from, for example, the total amount of retirement pensions and the 
numbers and average earnings of juveniles, allowing for overlapping with the
income tax field.

It will be noticed that the total amount of income tax and surtax payable by 
persons, as shown in tliis table, differs somewhat from the total of tax accruals 
in the corresponding years as shown in the personal income and expenditure 
account (Table 2). The reasons for this difference are that in this Uble:

(i) Interest paid by building societies is included in the distribution of income 
by ranges net of tax paid at the composite rate by building societies; the tax is 
not included in the individual tax returns and is therefore excluded ^
(ii) Certain categories of personal income, mainly the ‘collective income 
referred to above, are omitted from the distribution of income by ranges and 
the tax falling on this income is therefore excluded
(iii) The rates of tax imposed by the Budget of the year are applied to the 
income of the whole calendar year, although in fact the income received in 
the first quarter will have borne tax at the rates set by the previous Budget
(iv) The tax shown is the gross amount, before deduction of relief in respect 
of overseas taxation on income received from abroad, and thus approximates 
to the combined total of United Kingdom and overseas tax
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Tables 27 and 28. Consumers' expenditure
Two tables are provided showing consumers’ expenditure in detail. The general 
definition of consumers’ expenditure is given on page 105; the system of classifi
cation and the methods of estimation are described on pages 147 to 202. Table 27 
shows the detail of consumers’ expenditure at current market prices and Table 
28 shows estimates in the same detail (apart from the combination of catering, 
wages and salaries paid by non-profit-making bodies and insurance with other
services) of expenditure revalued at constant prices.

The price index implied by the estimates for total consumers’ expenditure on 
goods and services at current prices and the corresponding estimates at constant 
prices is shown in the table on index numbers of costs and prices (Table 16 of 
the 1967 Blue Book). The price index for any year is therefore based on the 
weights of that year and provides a direct measure of the change in prices 
between that year and the base year. Comparisons other than with the base year 
may be affected by differences in the weights, which are generally more important 
over longer than over shorter periods.

I9f̂ ’ :iioiisiy

Table 29. Taxes on expenditure and subsidies allocated to consumers' expenditure
This table shows estimates of the taxes and subsidies attributable to specific 
categories of consumers’ expenditure, together with an overall estimate of total
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118 The personal sector

taxes on expenditure and subsidies attributable to consumers’ expenditure. The 
estinaates show which categories of expenditure are most heavily taxed and 
subsidised, and make it possible to estimate the demands on factors of production 
arising from different forms of final expenditure by consumers.

The taxes allocated to various specific categories of consumers’ expenditure 
are listed below.

(a) Food {household expenditure). Receipts from protective duties on food and 
feedingstuffs, purchase tax on confectionery, ice cream and certain beverages, 
/c55 an allowance for meals provided by catering establishments, income in kind’ 
business expenditure and expenditure by public authorities.

(b) Alcoholic drink. Receipts from Customs and Excise duties less the same 
proportionate allowance for business expenditure as is used in estimating 
consumers’ expenditure. Purchase tax on cider and perry and liquor excise 
licences.

(c) Tobacco. Total receipts of Customs and Excise duties on tobacco less an 
allowance for business expenditure.

(d) Housing. Estimates of local authority rates accruing on domestic property 
and property occupied by private non-profit-making bodies are allocated to rent, 
rates and water charges. Water charges are regarded as payment for a service, 
not as a tax. Part of protective duties and purchase tax on materials for main
tenance and repair work is allocated to maintenance, repairs and improvements 
by occupiers.

(e) Fuel and light. Part of the receipts from the duty on kerosene and gas oil,
(f) Clothing; Durable goods; Other household goods; Chemists' goods; Miscel

laneous recreational goods; Other miscellaneous goods. Receipts from protective 
duties, the temporary charge on imports and purchase tax falling on items 
within these categories, with a proportion deducted for purchases other than by 
consumers where this seems appropriate. The allocations for these groups are 
largely conjectural. Nearly all of the Customs and Excise duties on matches is 
allocated to consumers’ expenditure on other household goods. Payments for 
dog and gun licences are allocated to miscellaneous recreational goods.

(g) Running costs o f motor vehicles. The part of receipts from duties on 
hydrocarbon oils which is estimated to be from personal expenditure on petrol 
and oil. The part of receipts from motor vehicle licences, driving licences, 
driving test fees and Ministry of Transport vehicle test certificates which is 
included in the estimates of consumers’ expenditure.

(h) Travel. Receipts from duties on hydrocarbon oils in respect of public 
service vehicles and part of similar receipts in respect of taxis. Licences for 
public road passenger vehicles.

(i) Communication services. Part of the Post Office contribution to the Ex
chequer.

(j) Entertainment and recreational services. Estimated purchase tax receipts on 
radio and television sets rented by consumers, entertainments duty up to 1960, 
television licence duty from 1957 to 1963, and up to 1960 that part of broadcast 
licence revenue retained by the Exchequer. The remainder of the payments for 
radio and television licences is regarded as payment for a service, not a tax.

(k) Other services {including catering). Part of the receipts from protective 
duties on food and feedingstuffs and purchase tax on confectionery, ice cream 
and certain beverages. Estimated purchase tax on goods used in the repair of 
radio and television sets. Taxes on betting and bookmakers’ and gaming licences.
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That part of stamp duties on cheques and transactions m stocks and shares 
which is estimated to be paid by persons. Estimated fines and fees paid by 
nersons to central government.

CD Income in kind not included elsewhere. A small part of the receipts from 
protective duties on food and feedingstuffs, purchase tax on confectionery,
ice cream and certain beverages, ** -u * j  *

In 1966 the proportion of payments of selective employment tax attributed to
consumers’ expenditure is based largely on input-output statistics for 1963. 
Payments made by those industries wlfich do not qualify for a premium or 
refund of tax broadly the service industries, have been allocated between the 
various categories of consumers’ expenditure. Payments qualifying for a subse
quent premium or refund, for example those by manufacturing industry, have
not been allocated to categories of consumers’ expenditure.

A similar allocation of taxes is carried out for the other types of final ex
penditure and the remaining amounts of tax not directly allocated are dis
tributed proportionately between the types of final expenditure, after certain 
adjustments have been made to exclude readily identifiable components which 
contain no indirect taxes (see page 327). The amount of tax so distributed to 
consumers' expenditure is shown as tax Not allocated to categories .

Subsidies are allocated in the same way as taxes. The subsidies allocated to 
various specific categories of consumers’ expenditure are listed below.

(a) Food {household expenditure). The agriculture and food subsidies Jess 
allowances for meals provided by catering estabUshments, income m kind, 
business expenditure and expenditure by public authorities.

(b) Rent, rates and water charges. All the housing subsidies.
(c) Travel. From 1960 part of the subsidy to the railways is allocated to 

consumers’ expenditure according to the proportion of passenger receipts from 
consumers to total railway receipts for passenger and freight services. From 1965 
half the subsidy for air navigation services. Nearly all of the remaining subsidies
to transport and communication.

(d) Other services {including catering). Part of the agriculture and food 
subsidies.

(e) Income in kind not included elsewhere. A small part of agriculture and food 
subsidies in respect of income in kind of H.M. Forces, merchant seamen and 
fishermen.

Q U A R T E R L Y  T A B L E S

Personal income, expenditure and saving
This table is a summarised version of the personal income and expenditure 
account in the Blue Book. Income from self-employment is combined with 
income from rent, dividends and net interest because the quarterly information 
available does not permit satisfactory separate estimates to be made. There is no 
quarterly information on taxes paid abroad which are interpolated and grouped 
with transfers abroad. The estimates of United Kingdom taxes are restricted to 
tax payments, since the taxes are based on annual income and it is not possible 
to make quarterly estimates of tax accruals. The estimates of saving therefore 
include any additions to tax reserves. The estimates have been prepared on a 
consistent basis from 1955 and the series are seasonally adjusted. Unadjusted 
estimates for 1954 have also been pubUshed in the January 1958 issue of Econ
omic Trends.
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120 The personal sector

Consumers' expenditure

This table is a summarised version of the two Blue Book tables on consumers’ 
expenditure, giving estimates at both current and constant prices for a reslrTct̂ d 
number of categories. The constant price estimates are seasonally d 
The estimates have been prepared on a consistent basis from 1955. UnadinsVeH 
estimates at current prices have been published back to 1945 and at constant 
prices back to 1948 but have not been kept up to date. Revised quarterly

were last published in the October 1962 issue of Economic tZ  Js.

3. STATISTIC AL S O U R C E S :  IN C O M E  F R O M  EMPLOYMENT

To those receiving income from employment, this income is the reward for
labour services contributed to production; to producers paying the income, it is
the cost of obtaining those services. To these two ways of conceiving income
from employment there correspond two kinds of analysis: the first leads to a
division of total income from employment between forms of income—wages
sahries, pay of the Forces, etc.; the second leads to a division of the total bv 
industry of origin. ^

Forms o f income

The forms of income described as income from employment are as follows:
(a) Wages and salaries in cash, including directors’ fees. These comprise 
amounts paid in cash by employers to employees plus any amounts deducted 
at source on behalf of employees such as payments of tax, employees’ contri
butions to national insurance and superannuation contributions less any cash
payments by employers to employees for expenses incurred as part of their 
employment which are allowed as a deduction for tax.
(b) Income in kind of civilian employees, comprising the imputed value of
certain goods and services supplied by employers to employees free or at 
reduced prices.
(c) less Expenses of employment borne by employees and not recovered from
their employers, but allowed as a deduction for tax; for example, allowances 
for tools and clothing.
(d) Pay, cash allowances and income in kind of the armed services, women’s 
services, and the reserve and auxiliary forces.
(e) Employers’ contributions to the national insurance scheme, to the national 
health service and to the Redundancy Fund.
(f) Employers’ contributions to superannuation schemes and pension funds.
(g) Certain compensation payments to employees for losses sustained in the 
course of their employment, or on its termination through redundancy.
The table opposite shows how the estimates of income from employment for 

1966 given in the 1967 Blue Book were built up from these seven different types 
of payment.

Employers’ contributions, items (e) to (g), are treated as part of the price at 
which labour services are sold, as well as of the price at which they are bought, 
and are included in income from employment. Employers’ contributions to 
national insurance are treated as though they were a tax deducted at source
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from the employees’ income. Similarly, employers* contributions to superan
nuation schemes are treated as a part o f employees* income which is compul
sorily saved. Even so, total income from employment does not represent the 
total cost of employing labour; the estimates o f income in kind are not com
prehensive (see page 125) and income from employment does not cover costs 
which benefit the employer rather than the employee, such as costs o f  recruitment 
and training, and the provision of amenities at places of work.
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Forms of income from employment, 1966
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(a) Wages in cash ..............................................................................
Salaries in ca sh ............................................................................

(b) Income in kind of civilian em ployees....................................
(c) less Expenses of employment borne by em ployees.............

Total wages and salaries...........................................................
(d) Pay, cash allowances and income in kind o f H.M. Forces
(e) Employers’ contributions to national insurance and health
(f) Employers’ contributions to superannuation schem es____
(g) Employers’ compensation payments, etc................................

Total income from employment .............................................

11,863
8,203

234
-1 8 0

20,120
513
902
862
40

22,437

‘und. funds.

S S e d u c tr f  at

Distinction between wages and salaries
Only a limited importance can be attached to the separation of wages from 
salaries in the national accounts. The distinction is necessarily arbitrary and 
no clear dividing line can be drawn, but it nevertheless has certain practical 
uses.

The distinction is in fact made in some o f the statistical sources largely 
because the processes of wage settlement are more highly organised than those 
for the determination of salaries. Until information was collected in the post
war censuses of production, accurate information about salary earnings was 
confined to national government service and a few other industries. The dis
tinction made in the national accounts is derived primarily from that used in 
the census of production under which separate information on earnings is pro
vided for operatives and for administrative, technical and clerical employees. 
The census of production defines administrative, technical and clerical employees 
as including managing and other directors in receipt of a definite wage, salary or 
commission; managers, superintendents, and works foremen; research, experi
mental, development, technical and design employees (other than operatives); 
draughtsmen and tracers; editorial staff, staff reporters, canvassers, competition 
and advertising staff; travellers; and office (including works office) employees. 
Operatives are defined as comprising all other classes of employees.

So far as possible, the line of division for the industries outside the census of 
production has been drawn in accordance with the division used in the census. 
Shop assistants do not fit easily into either category and have been treated by
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some authorities as wage earners and by others as salary earners. In the national 
accounts they are treated as wage earners. Policemen and firemen are also treated 
as wage earners. For most industries outside the scope of the census of produc
tion, there is little information on the proportions of wage earners and salary 
earners except from the results of the 1951 and subsequent censuses of popula
tion, which are used for the national accounts estimates. Some information on the 
overall division between wages and salaries has been collected in the income 
surveys carried out by the Inland Revenue but no industry analysis is available 
and the information has not so far been used in preparing the estimates for the 
national accounts.

General methods o f estimation
Total income from employment is estimated almost wholly from tax data‘3), but 
for the analysis between wages and salaries and by industry a number of different 
sources are used. The industrial analysis of the tax data is not used because it is 
based on the financial unit, whereas the conceptual basis of the industrial break
downs in the national accounts is the establishment. Other sources, of which the 
most important are the detailed censuses of production and Ministry of Labour 
statistics, provide an industrial classification based on establishments, and for 
most industrial groups give a basis for the separation of wages and salaries. 
There is little direct information about wages and salaries for part of Order 
XXII and for Order XXIII of the Standard Industrial Classification^ 1958 which 
are grouped together as ‘Other services* and their wage and salary bill is taken to 
be the residual difference between the total derived from tax data and the sum of 
the independent estimates for all other industries. Any discrepancy between 
these different sources therefore falls into the group ‘Other services’.

Estimates of the numbers of wage earners and salary earners are given only 
for the total of manufacturing industries; these are shown in Table 18 of the 
1967 Blue Book, referred to on page 112, and described below, page 135. 
Although for some other industries estimates of average earnings are used to 
build up the total wage and salary bill, for some of the major industry groups it is 
impossible to identify at all accurately either the average number of persons re
ceiving income from employment in the course of the year or the total number of 
recipients, which may be very different. Because of differences in the definition 
of numbers employed, and differences in classification, it is unsafe to divide 
the wage or salary bill given in the Blue Book by the numbers employed as 
reported in other sources, for example the Ministry of Labour statistics of 
employment. The main interest in the national accounts is necessarily in the 
aggregate wage and salary bill and, wherever possible, data about the total 
annual wage or salary bill are used in preference to data about weekly earnings 
per head. For information about average hourly or weekly earnings per head, 
reference should be made to the Ministry of Labour statistics of average wage 
and salary earnings and standard rates of wages.

The methods of estimating total income from employment are described 
below. The independent methods used for the analysis by industry, and for the 
division between wages and salaries, are described on pages 133 to 140.

‘3>Most o f this material is published annually in the Report o f  the Commissioners o f  Her 
Majesty’s Inland Revenue, for example, data for 1965/66 and earlier years in Tables 50 to 
52 of n o th  Report, Cmnd. 3508.
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Wages and salaries in cash
The incomes o f the great majority of wage and salary earners are above the 
exemption limit for ‘Pay-as-you-earn* (PAYE). Under this system income tax is 
deducted at source by the employer, and employers have to make returns o f the 
pay and tax of all their employees with incomes above the PAYE exemption 
limit. It is thus possible to obtain reliable and almost complete information 
about wages and salaries paid in cash from the PAYE deduction cards, or 
machine statements and the related returns, sent by employers to local tax 
offices after the end o f the financial year. The checking o f the returns with 
employers, to ensure that they are complete and accurate, and the central collec
tion and tabulation of the information, now takes about ten to eleven months 
before the information is virtually complete. This means, for example, that 
almost final figures relating to the financial year 1965/66 were available about 
February 1967. For the last nine months o f the latest year shown in each Blue 
Book, the quarterly estimates, as described below, are used.

To arrive at a complete estimate of wages and salaries in cash, the following 
adjustments must be made to the figures derived from PAYE returns.

(a) Earned income below the PA YE limit. The PAYE system o f tax deduction 
normally operates only for incomes above a specified limit which has varied 
from time to time in line with changes in personal allowances. For the financial 
year 1967/68 the limit was £5 5s. Od. a week, or, for monthly paid employees, 
£22 15s. Od. a month. These amounts are the approximate weeldy and monthly 
equivalents of the minimum a n n ual income on which any liability to tax can 
arise. The effective limit from 1965/66 to 1967/68 was £283 per annum. Should 
the pay for any one period rise above the limit, a deduction card must be com
pleted by the employer and the whole o f the pay received in that year from the 
current employer will then be recorded, even though the pay in subsequent 
periods may fall below the limit. So long as the pay remains below the PAYE 

: deduction card limit, the income is not recorded. The estimate of incomes
■ below the limit is based on estimates of the numbers concerned and their average 
f annual earnings. It covers chiefly the earnings of juveniles and women working 
S part-time.

(b) Incomplete returns. PAYE deduction cards are not always obtained from 
farmers in respect of all their employees, or for all domestic servants even though 
the income may be above the deduction card limit, most often because it is 
known that no tax has to be deducted. For these two groups, additions are made 
to the tax assessment data based on the independent estimates for agricultural 
workers and domestic servants described on pages 134 and 140.

(c) Pensions. Pensions, but not lump sums, paid by central government, by 
local authorities and by privately financed funds, excluding payments direct to 
pensioners by life assurance companies, are included in the PAYE returns if 
ffie pension is above the tax deduction card limit or if the pensioner has other 
income sufficient to produce some liability to tax. In estimating the wage and 
salary bill from PAYE statistics it is therefore necessary to make a deduction for 
such pensions. The estimate of the amount o f pensions paid under PAYE is 
mainly based on the income surveys, which from 1962/63 have been carried out 
annually by the Inland Revenue.
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124 The personal sector

(d) Adjustment to calendar year. The financial year data from tax deduction
cards are adjusted to a calendar year basis by using the quarterly estimates 
described below.

The adjustments to the PAYE figures for 1966 in the 1967 Blue Book are:

 ̂million

PAYE estimates, adjusted to calendar year......................................  20 126
Earned income below the tax deduction card limit, other than 

in agriculture and domestic service..............................................  31Q
Income in cash of agricultural workers and domestic servants

in excess o f that included in PAYE estimates..............................  50
less Pensions of retired employees included in PAYE estimates___ —420

Wages and salaries in cash, before deduction of ta x ......................  20,066

No adjustment is made to the figures derived from PAYE returns in respect 
of the lump sum compensation payments on loss of office which are included; 
these payments are regarded as part of income from employment.

Quarterly estimates o f wages and salaries in cash
From 1954/55 to 1959/60 quarterly estimates of wages and salaries paid under 
PAYE were based as follows. A sample of the tax deduction cards for 1954/55 
was taken and an analysis was made of the pay and tax up to the end of each 
quarter of that year. Adjustments were made for subsequent quarters according 
to the changes in quarterly receipts of tax, allowing for the effects of changes in 
rates or allowances.

The 1954/55 analysis covered only about half the total pay, as a considerable 
number of employers use variations of the tax deduction cards which do not 
show pay quarter by quarter but only the annual total. From the second quarter 
of 1960 an additional inquiry was therefore made. A sample of the employers 
using cards which do not show details of pay was asked to provide quarterly 
figures of pay and tax, and the results were grossed up to give total pay by this 
group of employers. An analysis was also made for 1960/61 similar to that for 
1954/55 to give an estimate of the pay on normal tax deduction cards. These 
two results were used together to give an estimate of total quarterly pay under 
PAYE in 1960/61.

Estimates of quarterly pay since 1960/61 are based on a comparison of infor
mation from the following sources:

(a) Weekly figures of receipts of PAYE tax from employers which provide an 
estimate of the amount of PAYE tax deducted in each quarter and thus of the 
wages and salaries paid.
(b) A continuation of the sample of employers taken in 1960/61. Returns are 
received quarterly from about 1,800 employers who have mechanized ac
counting systems, and whose payroll covers a quarter of total wages and 
salaries.

An additional source available from January 1963 is:
(c) The Ministry of Labour monthly index of average earnings in manufacturing 
and some other industries, coupled with estimates of numbers of employees in 
employment.
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The quarterly estimates are revised when the annual financial year totals o f pay 
become available from PAYE returns.

The quarterly adjustments to the PAYE estimates are interpolated and pro
jected, unless any information is available which suggests a departure from the 
trend, for instance a change in the tax deduction card limit. These quarterly 
figures allow for estimated seasonal variations in some of the items included.

Income in kind o f civilian employees 
Estimates for the following items are included:
(a) Board and lodging, food and other items provided by farmers for agri
cultural workers. The estimates are provided by the agricultural departments.
(b) Coal provided free or at concessionary rates to miners and other colliery 
employees. The estimates are provided by the Ministry o f Power.
(c) Food and lodging received by domestic servants. Rough estimates are 
included in the calculation of the wage and salary bill.
(d) Food provided for merchant seamen and fishermen. Rough estimates are 
included in the calculation of the wage and salary bill.
(e) Imputed rent of housing provided free by other employers and rates paid 
by employers. Estimates are based on the Family Expenditure Survey.
(f) The net cost to employers o f meal vouchers and meals provided in canteens. 
Estimates have been made using the results of the Ministry o f Labour inquiry 
into employers’ total labour costs in 1964 and other sources.
(g) The net cost to employers of food and accommodation provided for staff 
in catering establishments other than canteens. The value is assumed to be 
about five per cent of consumers’ expenditure on meals and accommodation 
in these establishments.

Quarterly estimates are interpolated and projected.
Additional items might be included if more information were available. In 

general, all receipts in kind, such as the uniforms provided for many transport 
workers, might be included where they are of direct benefit to the employee, for 
example by allowing him to reduce his own expenditure on clothes, and can be 
regarded as part of the employer’s labour costs. The same applies to the special 
travel concessions enjoyed by many transport workers and to certain recreational 
facilities and health services provided by employers. Those receipts in kind which 
may be regarded as protection against the specific drawbacks o f the job should 
not, however, be included. The dividing line is difficult to draw in logic, and 
probably impossible to draw in practice. Hence a rather restricted definition is 
adopted here, which, in particular, excludes all clothing except in the case of 
the Forces.

An inquiry into employers’ total labour costs in 1964 was made by the Ministry 
of Labour^4), This inquiry covered items of income in kind other than those 
included in the estimates, for example health services, transport and clothing. But 
the inquiry related to only one year and covered only manufacturing and certain 
non-manufacturing industries. It therefore did not provide sufficient information 
to extend the coverage of the estimates of income in kind. The purpose of the 
inquiry was to ascertain the total labour costs incurred by employers, and the 
inquiry therefore also covered such items as recruitment and training costs, 
which are a labour cost to the employer but cannot be regarded as part of the 
employee’s income.

‘̂ >See Ministry o f  Labour Gazette, December 1966 and March 1967.
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126 The personal sector

Expenses o f employment borne by employees
The amounts allowed by the Inland Revenue, in charging income tax under 
Schedule E, as a necessary expense of employment are excluded from personal 
income. They cover expenditure by an employee not refunded by an employer 
on, for example, tools, special clothing, subscriptions to learned societies, and in 
certain cases, such as commercial travellers, travelling in the course of the work. 
Expenses of travelling between home and work are not covered. The estimates 
are based on information provided by the Inland Revenue.

Pay in cash and kind o f H.M. Forces
The estimates are compiled from returns furnished quarterly by the service 
departments on the same basis as the figures published subsequently in the 
Appropriation Accounts. The following payments in cash are included:

(a) Pay and cash allowances of British officers and men in the armed forces 
(but not of Commonwealth, including colonial, and other troops) whether on 
general service or serving in the Ministry of Defence or other government 
departments.
(b) Pay and allowances of members of the nursing services and women’s 
services.
(c) Pay and allowances of reserve forces, and territorial and cadet forces.
Pensions and retired pay of former (‘non-effective’) members of the Forces 

are excluded, being treated, like other unfunded pensions, as employers’ contri
butions. Employers’ contributions to national insurance are treated in the same 
way.

Income in kind is measured by the cost of issues of food and clothing. Nothing 
is included for lodging.

Pay to members of the Forces on release leave, pensions and grants awarded 
for death or disability and extended service bounties are excluded and treated as 
current transfers by public authorities to the personal sector.

Employers' contributions to national insurance and health
This item covers employers’ contributions to the national insurance scheme 
(both flat rate and graduated contributions), the industrial injuries scheme, the 
national health service and, from 1965, the Redundancy Fund.

Selective employment tax, paid from 1966 together with flat rate national 
insurance contributions, is regarded as an indirect tax falling on employers, 
and is not included. The estimates are taken from the central government 
accounts (see page 287), Quarterly figures are based on returns prepared by the 
Government Actuary’s Department.

Employers' contributions to superannuation schemes
Employers’ contributions to superannuation and pension schemes are treated as 
Supplements to wages and salaries and hence as savings out of employees’ 
current income. Consequently the pensions actually received by retired employ
ees are regarded as a transfer within the personal sector and excluded from 
personal income. Some employers, however, including the central government, 
pay non-contributory pensions to their retired employees, as and when they 
become due, without making current provision for future pension liabilities. It 
would be desirable in these cases to include in income from employment not
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pensions paid to past employees, but the currently accruing liability to pay 
pensions in the future to present employees. Unfortunately, no measures of this 
liability exist, except for the General Post Office, and as an unsatisfactory 
alternative the pensions currently paid are included instead in income from 
employment. These represent a considerable underestimate because of the 
growth both in numbers of civil servants and in average pay. However, these 
pensions, like contributions to funded pensions schemes, are reckoned as a 
current expense by the employer, so that the balance between national income 
and expenditure is maintained. Employers’ contributions to superannuation 
schemes thus consist predominantly of current contributions to schemes by 
employers, but include also an element of actual pensions paid.

There are several ways in which employers can operate contributory pension 
schemes for their employees, for instance by a privately operated fund or by a 
scheme arranged with a life assurance company. Small private funds often take 
cover against particular contingencies with a life assurance company but are 
still treated as privately financed. Pension arrangements may also be classified 
according to the tax treatment of the employees’ contributions, in three ways:

(a) ‘approved funds’ under which the employees’ contributions are treated as 
an expense and allowed in full as a deduction from income for income tax 
purposes;
(b) schemes arranged directly with a life assurance office under which the 
employees’ contributions are given only life insurance relief;
(c) unapproved pension schemes where the contributions of both the em
ployer and employee are taxed as the income of the employee and tax relief 
is given only to the extent that it is due under the ordinary rules for life 
insurance relief.
The sources of information for employers’ contributions to superannuation 

funds and pension schemes operated by public authorities and the larger public 
corporations are the published accounts of the bodies concerned. For private 
employers and the smaller corporations, estimates are made by the Inland 
Revenue from two sources:

(a) since 1954, a regular series of returns by tax inspectors of the accounts of 
privately operated funds, which are analysed in detail;
(b) the annual review of life assurance businesses), which gives figures for 
occupational schemes, including reinsured funds.

Use has also been made of the surveys of occupational pensions schemes under
taken by the Government Actuary<6), information collected from their members 
by the Institute of Actuaries and the Faculty of Actuaries in Scotland, and the 
Ministry of Labour inquiry into employers’ labour costs in 1964.

In the absence of other information, quarterly figures are interpolated or 
projected.

The main constituents of the figure of total employers’ contributions to

See fo r  exam ple, Life Assurance in the United Kingdom 1962-66, issued  b y  th e  L ife  Offices* 
A ssoc ia tion , th e  A sso c ia ted  S co ttish  L ife  Offices a n d  th e  In d u s tr ia l L ife  O ffices A sso c ia tio n ,

‘6»For deta ils  o f  th e  la te s t survey, re la tin g  to  1963, see Occupational Pension Schemes: A New 
Survey by the Government Actuary, 1966.
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superannuation schemes for 1966, given on page 121, are as follows:

* u . , £■ millionContributions to superannuation schemes:
National health service and teachers......................................  33
Local authorities (excluding police and firemen) .................  56
General Post Office l̂* ........................................................... 43
Other public corporations and privately financed schemes.. 270
Schemes operated through life assurance companies............... 180

Actual pensions, including lump sums, paid:
Central government:

Civilians'2t ..........................................................................  3̂
H.M. Forces..........................................................................  32

Police and firemen‘2) ............................................................... 25
Private industry (nominal figure)............................................ 50

T ota l.............................................................................................  gg2

o ‘A lth o u g h  th e re  is n o  fu n d ed  schem e a n  es tim a te  o f  th e  
a n n u a l liab ility  is en te red  in  th e  tra d in g  acco u n ts  o f  th e  
P o s t Office befo re  s tr ik in g  th e  trad in g  su rp lu s.

‘2’P ensions p a id  less em ployees’ co n trib u tio n s .

The figures in all cases cover (a) payments to widows and orphans where 
provision for such payments is incorporated in the scheme, and (b) lump sum 
payments on death or retirement as well as annuities.

Employers' compensation payments
This item includes certain compensation payments not included in the wage and 
salary bill or in the figures for pensions, etc. paid out. Some compensation 
payments paid on loss of employment are subject to income tax and are therefore 
included in the estimates of the wage and salary bill. The payments which are 
not subject to income tax are most conveniently included in income from 
employment and regarded as an operating expense in computing trading profits 
or surplus. An alternative treatment would be to regard them as current trans
fers; this would have the drawback that the payments would have to be treated 
as appropriations of profits. Estimates are included for compensation paid to 
injured employees or to their dependants apart from payments under the 
national insurance and industrial injuries schemes; certain compensation pay
ments by public corporations to former employees; compensation paid for 
personal injury to ‘third parties’; and payments to employees under the Redun
dancy Payments Act, 1965 which are not recovered by rebates from the Fund. 
For public corporations, estimates are made on the basis of information given in 
their published accounts. For other enterprises use has been made of the Ministry 
of Labour inquiry into total labour costs in 1964. For other years and for 
industries not covered by the inquiry only very rough estimates can be made of 
employers’ liability payments outside the statutory schemes.

Quarterly figures of employers’ payments to employees, less rebates from the 
Fund, under the Redundancy Payments Act are provided by the Ministry of 
Labour. Other quarterly figures are interpolated and projected.
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ANAL YS I S  OF I N C O M E  F RO M E M P L O Y M E N T  BY I N D U S T R Y  
A N D  D I V I S I O N  B E T W E E N  W A G E S  A N D  SALARI ES

As explained above, the division of income from employment between industries, 
and the separation between wages and salaries by industries and in total, are 
derived from a variety of sources independently of the estimate of total income 
from employment. These sources, and the methods used, are now described.

Sources o f information for individual industries
The census of production provides information on mining and quarrying, 
manufacturing industries, construction (except in 1950), and gas, electricity and 
water supply. The detailed censuses include statistics of average numbers 
employed and total annual earnings separately for operatives (wage earners) 
and administrative, technical and clerical workers (salary earners) which are the 
basis for the Blue Book estimates of the wage and salary bill in the industries 
covered by the censuses for those years. A census giving this information was 
taken for each year from 1948 to 1958 and for 1963. The 1958 Census was based 
on the revised Standard Industrial ClassificatioHy 1958, while earlier censuses 
were based on the 1948 Classification. The census estimates include allowances 
for small firms from which full returns were not required and for firms making 
unsatisfactory returns. The census of production is described briefly in Appendix 
II. After 1958 the figures from the detailed censuses have been used as bench
marks and preliminary estimates for years between detailed censuses have been 
made for most of the industries covered from estimated changes in the numbers 
employed and in average wage and salary earnings (see pages 134 to 136). The 
estimates for 1959 to 1962 were obtained in this way and then adjusted in the 
light of the results of the 1963 census of production.

The census of distribution provides figures of the wage and salary bill for the 
distributive trades, but wages and salaries are not distinguished separately. A  
census covering both wholesale and retail distribution was taken in 1950 and 
censuses covering retail distribution were taken for 1957, 1961 and 1966. The 
census results provide a check on the estimated wage and salary bill based on 
estimates of numbers employed and average earnings.

Apart from the production industries and distributive trades the only groups 
for which direct estimates of total pay can be obtained from independent 
sources are the public corporations and the main branches of central govern
ment service—the national health service and non-industrial salaried staffs 
engaged in public administration and defence, for which estimates are obtained 
from the Appropriation Accounts or analogous returns. For some of the public 
corporations calendar year figures have to be estimated from published financial 
year totals.

For most of the remaining industries, statistics of the wage and salary bill are 
compiled by making estimates, first, of the number of wage and salary earners 
employed, and secondly, of average earnings. This method is used mainly for 
agriculture, some forms of transport and communication, insurance, banking and 
finance, local government service, and, in part, for miscellaneous services.

Numbers employed
The comprehensive source of information for total numbers employed in Great 
Britain is the regular Ministry of Labour statistics o f employment. For the
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national accounts, figures from the Ministry of Health and Social Services, 
Northern Ireland are added to obtain estimates for the United Kingdom‘7*. This 
information is generally supplemented by the censuses of populationist to give 
the division between wage earners and salary earners which is not shown in the 
Ministry o f Labour statistics. From 1948 the Ministry of Labour estimates of 
numbers in employment are derived mainly from the exchange of national 
insurance cards of persons insured as employees. From the June exchange of 
cards and supplementary returns from employers, an estimate is made by the 
Ministry o f Labour for each industry of the total number of insured persons in 
the category of employees at the middle of each year. By deducting the numbers 
registered at employment exchanges as wholly unemployed at the same date, an 
estimate is made of the number employed. For production industries these 
estimates are kept up to date by monthly returns from a sample of employers 
of numbers employed, defined as ‘on the payroll’. With other supplementary 
sources estimates of average annual employment in each industry can be made.

Certain problems arise in using these statistics of employment to form esti
mates of the wage and salary bill consistent with the estimates based on the 
census of production and other sources:

(a) Although efforts have been made to ensure that each establishment is 
classified to the same industry in the Ministry of Labour statistics, the census of 
production and all other relevant official returns, in accordance with the Standard 
Industrial Classification, nevertheless, certain differences have not been com
pletely resolved. Differences may arise partly from differences in the extent to 
which ancillary activities are separated and classified to other industries, or from 
a time lag in re-classifying firms in Ministry of Labour records. The estimates of 
the wage and salary bill based on the censuses of production are lower than those 
which would be obtained by using Ministry of Labour data for the census 
industries. With the controlling total of the aggregate wage and salary bill in all 
industries being derived from PAYE returns, the difference is offset by a differ
ence of the same size and opposite sign in the wage and salary bill for one or 
other of the non-manufacturing industries. A rough allowance for the difference 
is made in estimating the wage and salary biU for transport and the distributive 
trades; any remaining difference is included in the residual estimate for ‘Other 
services’.

(b) The average number employed, as derived from the Ministry of Labour 
statistics, is based on the number insured less those registered as wholly unem
ployed. This is not necessarily the appropriate number by which to multiply the 
average wage or salary as given in the sources described below to arrive at the 
aggregate of wages or salaries paid during the year, because the average number 
employed, on this definition, is not necessarily the average number receiving 
pay. At any one time there may be persons with current insurance cards not 
registered as wholly unemployed and yet away from work because of temporary 
unemployment, sickness, trade disputes or voluntary absenteeism or because

description of the methods of estimation is given in the Ministry o f Labour Gazette, 
May 1966. The figures are published monthly in the Ministry o f Labour Gazette. Corres
ponding figures for Northern Ireland are published six-monthly in the Northern Ireland 
Digest o f  Statistics.

^^'Census 1951, England and Wales'. Industry Tables; Census 1961, England and Wales: 
Industry Tables, Part I; Census 1961, Scotland, Volume VI, Part II: Industry Tables. The 
results of the 1966 census were not available for the 1967 Blue Book.
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they are temporarily not seeking work. In using these statistics for calculating 
the wage and salary bill, adjustments are made for the incidence of sickness, 
but a margin of error remains in the computation.

(c) For many industries outside the census of production there is no infor
mation apart from that in the 1951 and subsequent censuses o f population to 
show changes in the proportions o f wage earners and salary earners.
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Wage earnings
For each year from 1948 to 1958 and subsequently for years when there has been 
a detailed census, the census of production provides information. The other 
principal source of data about average wage earnings is the inquiry carried out 
regularly by the Ministry o f Labour each April and October since 1947‘9>. 
These inquiries have been used to provide information on changes in average 
wage earnings after 1958 in the industries covered by the census o f production. 
In addition to covering part of mining, manufacturing, construction and gas, 
electricity and water, these inquiries also cover part of transport, communi* 
cation, certain miscellaneous services and public administration. The inquiries 
are voluntary, and the response, although high, is not complete in the industries 
covered. The returns show the aggregate amounts earned in the week o f inquiry 
by wage earners, including the proportionate amoxmt o f any bonuses, before 
deduction of income tax and insurance contributions. The number o f persons at 
work during all or part of the week is also reported. Similar information is also 
available for agriculture, coal mining and for some other parts o f transport. The 
half-yearly figures of average weekly earnings are converted into average annual 
earnings by interpolation, using the Ministry o f Labour monthly indices of 
changes in recognised rates o f wages. Lfp to 1963 no allowance could be made 
for seasonal changes in earnings. From 1963 the Ministry o f Labour monthly 
inquiry into average earnings also provides information between half-yearly 
inquiries.

For the distributive trades, there is little information about average wage 
earnings, and an estimate is made based on the recognised time rates^ii^ for 
various classes of workers. Any such estimate is liable to substantial error 
because of ignorance of the distribution of workers between the various classes, 
the amount o f part-time work, and the incidence o f overtime and bonuses. 
The estimates for the distributive trades have, however, been checked against 
the data about the total wage and salary bill in the censuses o f distribution, 
referred to above.

Agricultural earnings, which include payments in kind, are estimated by the 
agricultural departments from regular sample surveys. These inquiries cover 
payments by farmers to casual workers who may at other times o f the year be 
engaged in non-agricultural occupations, or not gainfully employed. The 
seasonal movement of workers into agriculture may lead to errors in estimates 
of the wage bill in the industries to which such workers normally belong if  
these estimates are based on earnings data for only certain weeks in the year. 
These seasonal movements in employment are one factor making it difficult to 
estimate the wage bill as a whole from an industrial classification o f workers

’See, for example, Ministry o f Labour Gazette, February 1968.
’Described in the Ministry o f Labour Gazette, March 1967.

‘“ ’See, for example, Time Rates o f  Wages and Hours o f  Work, 1st April 1967,
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based on their principal employment combined with data about earnings 
relating to particular weeks in the year or to standard rates o f pay.
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Salary earnings

For each year from 1948 to 1958 and subsequently for years when there has been 
a detailed census, the census o f production provides information on the indus
tries covered. From 1955, an annual inquiry into salary earnings has been made 
by the Ministry o f Labour each October. From 1959 it has covered the census 
industries, public administration and certain other services‘i2). Returns show the 
number o f adnainistrative. technical and clerical staff employed in the last pay- 
week o f October, and total salaries paid in the month to those paid monthly, and 
in the last pay-week in the month to those paid weekly; from this information 
total average salary earnings on a weekly basis are derived. These figures are used 
to give an estimate o f the annual change in average salary earnings for the census 
o f production industries in years for which no information on salaries is pro
vided by the census.

Outside the census o f production industries and nearly all forms o f public 
employment, little information is at present available about salary earnings. 
The estimates made for individual industries are very insecure but the estimate 
o f total salaries is absolutely as reliable as that of total wages in that the two 
estimates add up to the total wage and salary bill. The principal methods used

I

are:
(a) If an estimate is available of the total wage and salary bill in an industry or 
part o f an industry, and an estimate has been made, by the methods described 
above, o f the total wage bill, then the salary bill is taken as the difference. This 
is done for local government service, for which data about total remuneration 
are available from Local Government Financial Statistics, and for the major 
nationalised transport undertakings, figures for total remuneration being 
obtained from their annual accounts.
(b) Analogy with the average level o f salary earnings in those industries for 
which statistics exist—generally the census of production industries. 
Directors’ fees are included, though not separately distinguished, in the

PAYE figures o f wages and salaries. They are not, however, included in the 
sources already mentioned from which the estimates o f salaries by industry are 
constructed. Rough estimates have therefore to be made for each industry o f the 
amounts received by directors paid by fee. Figures for 1951 were based on details 
from the 1951 census o f population which gave the number and distribution by 
industry o f people o f the status o f ‘general managers, directors, etc.’ and on the 
assumption that the average director’s fee in 1951 in each industry was about 
£550 per annum. Comparable figures for other years have been estimated 
assuming that the amount paid in directors’ fees has changed proportionately to 
the salary bill. The reliability o f the estimates is poor.

Distribution by industry o f  other forms o f income from employment
The Ministry o f Labour 1964 inquiry into employers’ labour costs has been of 
general use in allocating by industry the forms o f income from employment, 
apai t from wages and salaries. Some forms o f income in kind such as miners’ coal 
are peculiar to one industry; others, such as canteen meals, have to be allocated

‘i2>See, for example, Ministry o f Labour Gazette, March 1968.

V,

Udi ° efflployei ^

iouats

t
(c)«"®'f.Lirvarethe«

iiialisĉ  
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over a wide range o f industries. The deduction for expenses o f  employment is 
allocated in proportion to the total wage and salary bill. The values o f total 
employers^ contributions for individual production industries are available from 
the 1963 census o f production. Employers' contributions to national insurance and 
health are for the most part allocated in proportion to numbers o f men, women 
and juveniles employed, and according to information from PAYE returns on 
amounts paid in graduated contributions. Employers' contributions to pension 
schemes and compensation payments are allocated as follows.

(a) the Ministry o f Labour provides an analysis by industry for employers’
payments under the Redundancy Payments A ct;
(b) separate figures o f other payments by industry are available for the public 
services and the nationalised industries;
(c) estimates for the industries covered by the census o f production and the 
labour costs inquiry are then made;
(d) payments are allocated to industries not covered by (b) and (c) in pro
portion to the wage and salary bill.
The following table shows the analysis by industry o f total employers’ con

tributions in 1966, as estimated for the 1967 Blue Book:
£ million

Agriculture, forestry and fishing ........................  20
Mining and quarrying...........................................  50
Manufacturing ........................................................  540
C onstruction............................................................  102
Gas, electricity and w a te r ..................................... 45
Transport and com m unication............................  168
Distributive trades.................................................... 148
Insurance, banking and fin a n ce ..........................  128
Public administration and defence:

National government service ..........................  180
Local government service................................... 77

Public health and local authority educational
services..............................................................  154

Other services............................................................  192

T o ta l...........................................................................  1,804

I

SOURCES USED F O R W A G E S  A N D  S A L A R IE S  
IN I N D I V I D U A L  I N D U S T R I E S

This section describes the sources used for estimating wages and salaries industry 
by industry. The Roman numerals refer to the Orders o f the Standard Industrial 
Classification as revised in 1958. At this revision some items were reclassified to 
different Orders, and the figures for earlier years have been adjusted as far as 
possible to the 1958 Classification. The description relates to the estimates o f  
wages and salaries in cash, excluding directors’ fees. The estimates o f income in 
kind relating to specific industries are also covered.

The methods described for the latest year are normally the methods used in 
each Blue Book for the latest year shown, for which figures are sometimes not 
available on as reliable a basis as for earlier years.
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134 The personal sector

In gener^ the methods used to obtain estimates o f total numbers employed 
^ o u g h o u t the y ^ r  and the number o f wage earners and salary earners L e  
first dKcribed. Where this is followed by a description o f the methods used to 
estimate the average wage and the average salary, it is to be assumed that the 
wage bm and the salary bill have been estimated by multiplying numbers 
em ploy^ by av^age earnings. Wherever direct methods are used to estimate the

^  they are descnbed after the methods used for numbers
employed. The rehability o f the estimates is indicated on ia i

/  Agriculturey forestry^ fishing

Apiculture. Estimates o f the numbers employed are provided by the agricul
tural departments, based on information derived from the agricultural census in 
which returns are made by farmers and growers occupying more than one ^ re  
o f crops and grass. The figures refer to all persons employed in farming irres
pective o f whether they receive a cash wage, excluding the farmer, his wife, and 
any schoolchildren, but including casual workers. Wage earners are distinguished 
trom salary earners; the latter include farm managers, foremen and bailiffs. The 
numbers employed are greater than those shown by the Ministry o f Labour 
stotistics which relate only to persons insured as employees, and exclude partners
o f the main occupier and some other working relatives who insure themselves 
as self-employed persons.

The average wage and average salary are calculated by the agricultural depart
ments from regular sample surveys o f earnings carried out by officers o f the 
departments. In the year ended 30 September 1966 the sample visited in England 
and Wales comprised 4,250 holdings representing about three per cent of the 
holdings employing workers. These inquiries provide reliable information.

The estimates o f average earnings include the value o f income in kind, which 
^ o u n ted  to about £8 million in 1966. In the case o f unpaid family workers an 
income is attributed equal to that received by paid workers of corresponding 
age, sex and occupation^^^).

Forestry and fishing, JoiaX numbers employed are Ministry o f Labour figures 
less numbers temporarily unemployed. The number o f salary earners is taken to 
be about 4,000 in each year. For years before the latest, the total wage and 
salary bill is estimated from PAYE statistics, arbitrarily spht between wages 
and salaries in such a way as to produce, in conjunction with the figures of 
numbers employed, reasonable figures o f average earnings. For the latest year 
estimates are based on (a) changes in numbers employed, (b) changes in wage
rates and (c) changes in average salary earnings based on changes in salaries in 
other industries.

II  Mining and quarrying
Coal mining. Figures o f changes in the numbers employed since the latest 

d e f ie d  census o f production are taken from the Ministry o f Power Statistical 
Digep. For the latest two years, numbers are estimated from the changes in the 
Ministry o f Labour employment figures.

U3>For a detailed account of the inquiries reference should be made to an article by H. Palca 
and I. G. R, Davies ‘Earnings and Conditionsof Employment in Agriculture’/f7wrw/o///r^ 
Royal Statistical Society^ Series A (General), Vol. CXIV, Part 1, 1951. See also articles in 
Economic Trends, May 1962, and annually in the Ministry o f Labour Gazette, for example 
October 1967.
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The wage and salary bill in the detailed censuses o f production is used as a 
benchmark. An addiUon is made for coal provided free or at concessionary rates 
to employees, which amounted to about £24 million in 1966. For other years, 
wages paid in collieries operated by the National Coal Board are taken from the 
Board’s annual accounts, with an addition for wages paid on capital account 
and wages paid in collieries not operated by the National Coal Board. F ibres  
for the latest year are estimated from information collected by the National 
Coal Board. The estimate o f the salary bill is based on the change in the total 
amount of salaries paid on revenue account by the National Coal Board as given 
in their annual accounts. Figures for the latest year are estimated from informa
tion collected by the National Coal Board.

Other tniiiing and quarrying. Figures from the detailed censuses of production
are used as benchmarks. For other years figures for numbers o f wage earners 
employed are taken from the Ministry o f Power Statistical Digest. For the latest 
two years numbers are estimated from the changes in the Ministry o f Labour 
employment figures. The wage and salary biU is estimated from (a) changes in 
numbers employed and (b) changes in average wage earnings and average salary 
earnings from the earnings inquiries of the Ministry of Labour.
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III to XVI Manufacturing industries
The latest detailed census of production figures of numbers employed are pro
jected according to the change in the Ministry o f Lnbour figures for employ
ment and for the ratio o f manual workers to administrative, technical ^ d  clerical 
employees. The wage and salary bill is estimated since the latest detailed census 
o f production for each manufacturing industry from (a) changes in numbers 
employed and (b) changes in average wage earnings and average salary earnings
from the earnings inquiries of the Ministry o f Labour.

These sources provide the figures of wages and salaries for each of the Orders 
III to XVI and the total number o f wage earners and o f salary earners in all 
manufacturing industries which are shown in the Blue Book (Table 18 o f the 
1967 Blue Book).

XVII Construction
Numbers employed are a projection from the latest detailed census o f production 
figures, made according to the change in the employment figures collected by the 
Ministry of Public Building and Works, which have a coverage similar to that 
of the census of production.

The wage and salary bill is estimated since the latest detailed census of pro
duction from (a) changes in numbers employed and (b) changes in average wage 
earnings and average salary earnings from the earnings inquiries of the Ministry 
of Labour.

XVIII GaSy electricity and water
Gas and electricity. Figures from the detailed censuses of production are 

used as benchmarks. For other years, figures of numbers employed and of 
wages and salaries are taken from the Ministry of Power Statistical Digest; an 
addition is made to the figures for electricity in respect of a small number of 
workers in transport undertakings who are excluded from these figures but 
included in the census. For the latest two years, numbers are estimated fro: 
changes in the Ministry of Labour employment figures and estimates of the total
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wage and salary bill are obtained from the annual reports of the public corpora
tions concerned or from departmental sources. The wage bill is estimated from 
changes in the Ministry of Labour figures o f numbers employed and average
wage earnings, and the salary bill is taken to be the difference between the waae 
bil) and the total. ®

Water supply. The latest detailed census figures of numbers employed are 
projected according to conges in the Ministry of Labour employment figures. 
The wage and salary bill is estimated from (a) changes in numbers employed and 
(b) changes in average wage earnings and average salary earnings from the 
earnings inquiries of the Ministry of Labour.

XIX {part) Transport
British Transport Commission (up to 1962). Up to the end of 1962, when the 

British Transport Commission was dissolved, the wage and salary bill of all 
British Transport Commission employees in Order XIX was estimated as a 
whole. Figures of numbers employed were taken from the annual accounts of 
the British Transport Commission, with a deduction for those not in Order XIX. 
The split into wage earners and salary earners was estimated from information 
given in these accounts. An estimate of the total wage and salary bill was provided 
by the British Transport Commission, from which estimates of the parts not in 
Order XIX were deducted. Average wage and average salary earnings were 
estimated from the figures of average earnings of different grades of British 
Railways staff given in the annual accounts. These were multiplied by the figures 
o f numbers employed to give total wages and total salaries; small adjustments 
were made to bring this total to the figure for the total wage and salary bill.

British Railways Board and London Transport Board {from 1963). From 1963 
the numbers of wage earners and salary earners employed by the British Rail
ways Board and London Transport Board are estimated from figures given in 
their annual accounts, with a deduction for staff not in Order XIX.

Figures of total wages and salaries are also given in their annual accounts, 
from which the estimated part not in Order XIX is excluded. The wage bill is 
estimated from figures of average wage earnings, which are given half-yearly in 
the Ministry o f Labour Gazette for British Railways staff and London Transport 
staff and corresponding figures of numbers employed. The salary bill is taken to 
be the difference between the wage bill and the total.

The wage and salary bill for others previously employed by the British Trans
port Commission is included from 1963 with road passenger transport and road 
haulage contracting or the rest of transport.

Road passenger transport and road haulage contracting. Numbers employed 
are Ministry of Labour figures lesŝ  up to 1962, the numbers employed in these 
activities within the British Transport Commission, and, from 1963, the numbers 
employed in road transport by the London Transport Board. The proportions of 
wage and salary earners are derived from the 1951 and subsequent censuses of 
population. Average wages are derived from the average wage earnings inquiries 
of the Ministry of Labour. Average salaries are taken to be the same as for the 
British Transport Commission up to 1962, and from 1963 the same as for the 
British Railways Board.

Shipping. Details are received from the Registrar General of Shipping of the 
numbers of seamen afloat; ofiicers (salary earners) are distinguished from 
ratings (wage earners). Estimates are made of the number of seamen temporarily

a.

> •

l> Ms I - r

u
\

: j

4 ,

j

r• ‘Iif

1

and
e

red'
ea

(..ices Of

iaaveraf

“1 , of trmport. M to try
ikofUaBdairtr^F
jtoveftoanesttaateof '̂' 
iations classified to mantf* *
satisfies but acloded from l i '
and salary earners are demf 
population.

The average wage is assum 
covered by the wage earnings; 
salary is taken to be the same 
1962, and from 1963 the same

llXlpart) Conumkatio
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ashore and persons employed in shore establishments. For the latter, the pro
portions of wage and salary earners are estimated by reference to the 1951 and
subsequent censuses of population. , , . r u •

There is little information on average wages and salaries except tor basic 
rates and the average earnings of seamen employed by the nationalised trans
port undertakings. For years before the latest, the total wage and salary bill is 
estimated from PAYE statistics, arbitrarily split between wages and salaries in 
such a way as to produce, in conjunction with the figures of numbers employed, 
reasonable figures of average earnings. For the latest year estimates are based 
on (a) changes in numbers employed, (b) changes in wage rates and (c) changes 
in average salary earnings based on the changes in the general level o f salaries
in other industries. , _  , ,  , ^ j  -j

Dock labour. The annual report o f the National Dock Labour Board provides
statistics of the numbers and pay of all classes of dock workers, including those
working on daily or half-daUy engagements. These figures relate to wage earners

of transport. Ministry of Labour numbers employed are used for the 
whole of land and air transport less the numbers in the activities already covered 
above plus an estimate o f the number o f persons employed in transport organ
isations classified to manufacturing (Orders III to XVI) in Ministry o f Labour 
statistics but excluded from the census of production. The proportions of wage 
and salary earners are derived from the 1951 and subsequent censuses o f
population.

The average wage is assumed to be the same as for the part o f transport 
covered by the wage earnings inquiries of the Ministry of Labour. The average 
salary is taken to be the same as for the British Transport Commission up to 
1962, and from 1963 the same as for the British Railways Board.

XIX {pari) Communication
Post Office. The Post Office and Treasury provide figures of numbers employed 

for both industrial and non-industrial staff. Numbers employed in the Post 
Office Savings Bank and in the factory departments, as shown in the Post 
Office Estimates up to 1961 and from then on in the Post Office accounts, are 
excluded since these are not classified to Order XIX. Industrial staff plus 
messengers, postmen and cleaners are treated as wage earners; all other staff are 
treated as salary earners, including counter hands and switchboard operators.

Up to 1960/61 the total wage and salary bill o f the Post Office for financial 
years was obtained from the Appropriation Accounts; calendar year figures were 
obtained by interpolation. The Treasury, from returns submitted by the Post 
Office, provided figures of the total remuneration of non-industrial staff from 
which estimates of the pay of non-industrial staff in the Post Office Savings Bank 
and factory departments, and of messengers, postmen and cleaners were deducted 
to give the salary bill. The wage bill was taken as the difference between the 
salary bill and the total.

From the financial year 1961/62 the Post Office has provided figures o f total 
wages and total salaries for those employees included in Order XIX.

Rest o f communication. Ministry of Labour figures of numbers employed for 
postal services and telecommunications are used less the numbers in the Post 
Office. The proportions of wage and salary earners and the average wage and 
average salary are assumed to be the same as for the Post Office.
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138 The personal sector

X X  Distributive trades

Ministry of labour numbers employed are used plus an allowance for persons
employed in distributive and selling organisations and head offices classified to
manufacturing in the Ministry of Labour statistics but excluded from the census
of production. The proportions of wage and salary earners are estimated from the
1951 and subsequent censuses of population. Shop assistants are treated as wage 
earners. ®

Apart from recent Ministry of Labour inquiries into the average earnings of 
selling staff in retaU distribution, the only information available on average 
wages and salaries relates to minimum and recognised wage rates. Year-to-year 
movements in earnings are roughly estimated by reference to changes in these 
rates and to changes in the level of earnings in other industries. Reference is also 
made to the changes shown by PAYE statistics of total wages and salaries in the 
distributive trades. A small addition is made to the wage bill to allow for the
earnings of any part-time assistants, not included in the Ministry of Labour 
figures of numbers employed.

The censuses of distribution provide a partial check on the wage and salary bill 
for certain years. The census of distribution for 1950 covered both the wholesale 
and retail trades but the censuses for 1957, 1961 and 1966 covered retail trade 
only.

XXI Insurance, banking and finance
Ministry of Labour figures of numbers employed are used. The proportions of
wage and salary earners are estimated from the 1951 and subsequent censuses of 
population.

For years before the latest, the total wage and salary bill is estimated from 
PAYE statistics, arbitrarily split between wages and salaries in such a way as to 
produce, in conjunction with the figures of numbers employed, reasonable figures 
o f average earnings. For the latest year, estimates are based on (a) changes in 
numbers employed, (b) changes in wage rates and (c) changes in average salary 
earnings based on the changes in the general level of salaries in other industries.

XXIV Public administration and defence
National government service. The Treasury provides figures of numbers 

employed for both industrial and non-industrial staff of government departments. 
Industrial staff p/w5 messengers, lift attendants, storemen, etc. who are included 
among non-industrial staff, are treated as wage earners; the remaining non
industrial staff are treated as salary earners. Average wage earnings are taken 
from the inquiries of the Ministry of Labour. The salary bill is based on figures 
provided by the Treasury of the pay of non-industrial civil servants, excluding 
those employed in the Post Office, the Forestry Commission and the Stationery 
Office, but including those in the other branches of government outside the 
definition of national government service. Estimates of the pay of these em
ployees must therefore be deducted. A further deduction is made for the pay of 
messengers, etc. and an addition is made for salaries paid by the government of 
Northern Ireland.

Local government service. Ministry of Labour figures of numbers employed 
are used less an estimate of those engaged in building and civil engineering work 
(see Order XVII). The proportions of wage earners and salary earners are
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estimated from the 1951 and subsequent censuses o f population. Average wage 
earnings are taken from the inquiries of the Ministry o f Labour.

For years before the latest two, the wage and salary bill is based on financial 
year figures obtained by the Ministry of Housing and Local Government from 
local authorities in England and Wales o f the remuneration o f staff classified 
by type of service, which are published in Local Government Financial Statistics. 
Amounts paid to staff employed in education, health, transport, building, etc. 
are deducted to get an estimate of the remuneration o f staff in local government 
service as defined in the Standard Industrial Classification, 1958. This is then 
increased to allow for local authorities in Scotland and Northern Ireland. The 
amount paid in wages is estimated by multiplying the number o f wage earners by 
the average wage. This is deducted from the total wage and salary bill to arrive at 
an estimate of the salary bill. For the latest two years the total wage and salary 
bill is estimated from the results o f a quarterly sample inquiry (see page 318).

XXII {part) Professional and scientific services
Public health services. The numbers o f wage and salary earners in the national 

health service and the amount of their pay are estimated from information given 
in the accounts published under the National Health Service Acts, supplemented 
by information from the Ministry o f Health and the Scottish Home and Health 
Department.

Numbers employed in the local authority health services are estimated from 
information in the annual reports o f the Ministry o f Health. Home helps 
employed in the local authority health services are included.

Estimates of the wage and salary bill are made from information supplied by 
the Ministry o f Housing and Local Government on remuneration of staff 
employed by -local authorities in England and Wales, classified by type o f  
service (see Order XXTV, Local government service, above). The split into wages 
and salaries is estimated from information given in the annual reports o f  the 
Ministry of Health.

Local authority educational services. Estimates o f the number o f teachers 
employed by local authorities and their salaries are provided by the Department 
of Education and Science and the Scottish Education Department. An addition 
is made for other salaried employees, including staff employed in the adminis
tration of local educational services, clerical staff, staff employed in school 
canteens and school health service staff. An addition is also made for Northern 
Ireland, which includes the salaries of teachers paid direct by the Ministry of 
Education for Northern Ireland. Except for these, teachers and other staff em
ployed in direct grant schools and other non-maintained schools and establish
ments are excluded. The number of wage earners (cleaners, caretakers, canteen 
workers, etc.) is estimated from the Ministry o f Labour figures of numbers 
employed by local authorities in education departments. The total wage and 
salary bill is estimated from the information provided by the Ministry o f Housing 
and Ix)cal Government and information published in Local Government Finan
cial Statistics (see Order XXIV, Local government service, above). Total salaries 
are deducted and the wage bill is taken as the residual.

XXII {part) Professional and scientific services and XXIII Miscellaneous services
Other services. Numbers employed are obtained as a residue by deducting the 

total numbers employed in the industries already covered from the total numbers
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140 The personal sector

employed m the United Kingdom derived from the figures of the Ministry of
Labour and Ministry of Health and Social Services, Northern Ireland An
addition IS made for uninsured part-time workers. The proportions of wace
earners and salary earners are roughly estimated from the 1951 and subsequent
censuses of population. The wage and salary bill is derived as a residue, being the
difference between the estimate of the total wage and salary bill based mainlv on
Inland Revenue statistics, and the sum of the estimated wage and salary bills
for the industries already covered. Any discrepancy between income from emplov-
ment derived from tax data and from other sources therefore falls into this
f  °iP^!^^/h^fstimate is subject to a wide margin of error. The wage and salary
bill is divided between wages and salaries using the estimated numbers of wage
earners and salary earners and average wages and average salaries in other 
industries.

Separate estimates for the following two items within this group are given in
the analysis of income by sector of employment (Table 13 of the 1967 Blue 
Boolc .̂

i\) Private domestic servants. The census of population provides the numbers 
employed for those years in which a census was taken. For other years the 
numbers are estimated from changes in Ministry of Labour employment figures. 
The figure for 1961 derived from the census is about a quarter higher than the 
Mimstry of Labour figure. All employees are taken to be wage earners.

Little is known of the average wage earnings of domestic servants. As men
tioned on page 123, a large number of those employed have no PAYE deduction 
cards and consequently tax assessment data cannot be used to estimate the wage 
bill. Following sample inquiries by the Social Survey covering, among other 
things, personal expenditure on domestic servants, average earnings in 1957 
including income in kind, were estimated to be about £230 per annum. Later 
figures are based on changes in the section of the index of retail prices for dom
estic help, and board and lodging allowances in other occupations. The estimates 
appear to be reasonably consistent with grossed up estimates obtained from the 
Family Expenditure Survey of personal expenditure on domestic services
generally (including window cleaning, etc.), but both series are subject to a wide 
margin of error.

It is assumed that one-tenth of all domestic servants are employed by businesses 
and nine-tenths by persons. The figures for the personal sector in the analysis of 
income by sector and the amounts included in consumers’ expenditure relate to 
nine-tenths of the total.

(ii) Services to private non-profit-making bodies serving persons. A rough 
estimate of the wage and salary bill paid by these bodies is derived from (a) 
PAYE statistics, which are classified not only by industry but also by type of 
employer, (b) the reports of the Registrar of Friendly Societies, from which 
estimates are made of salaries paid by trade unions and friendly societies, (c) the 
reports of the University Grants Committee giving wages and salaries paid in 
universities and (d) information provided by the Department of Education and 
Science on the pay of teachers in direct grant schools.

R E L I A B I L I T Y
In the table opposite an attempt is made to classify the estimates of the wage 
and salary bill in each industry according to their rehability, as described on 
pages 39 to 41.
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Reliabiliry of annual estimates of income from employment‘s*

A ±  less than 3 per cent 
B ±  3 per cent to 10 per cent 
C ±  more than 10 per cent

SIC
Order

II

Wages
Industry

Years
before
latest

Latest
year

Agriculture ..........
Forestry and fishing 
Coal mining 
Other mining and

quarrying‘21

•  •

B
C
A

•  •  • B
III
to

XVI
x v u

x v n i

Manufacturing'^* B

XIX

XX
XXI

XXIV

XXII
(part)

XXII
(part)

and
XXIII

Construction*^* . . .
Gas, electricity 

and water‘2* . . .
Transport ............
Communication... 
Distributive trades 
Insurance, banking

and finance........
National govern

ment service . . .  
Local government

service ..............
Public health

services ..............
Local authority 

educational 
services..............

1
> Other services. . .

B

A
B
A
C

B

B

B
C
A

B

Salaries

Years
before
latest

B
C
A

B

B

B
6
B
C

B

B

Total wages and 
salaries..........

Pay in cash and kind of H.M.
Forces...................................

Employers’ contributions:
National insurance..............
Other.....................................

A
C
A
C

Latest
year

Wages and 
salaries

Wages and 
salaries, 1966 

£ million

B
C
A

B
C
B
C

Years
before
latest

Latest Wages

B
B
A

Salaries

B I 263 
C 32 
A I 427

A
B
A
B

B
B
B
C

263 
973 
278 

1,031

35
5

53

178
359
159

1,067

Total income from employment

‘I ’For the significance of the reliability gradings see pages 39 to 41.
*2* In years for which results of a detailed census of production are available, 

grading is A throughout; other years as shown.

Ill,935

A
B

A
B

902
902

22,437
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The estimates of the aggregate wage and salary bill and of total income from 
employment are considered to be good. The chief source of error in these aggre
gates arises from the adjustments explained on pages 123 to 126, which are made 
to the basic PAYE data. The reliability of each of these adjustments is poor The 
estimate of the aggregate for the latest year is less reliable than those for earlier 
years partly because full information from PAYE data is not available, but the 
same grading is given. The percentage error in the estimate for the latest year as 
revealed by the later PAYE statistics, has in recent years been less than 1 per c^nt 

Two general points should be noted. One element of uncertainty arises from 
the attempt to separate wages and salaries. For several non-manufacturing 
industries little is known about the relative amounts received by wage earners and 
salary earners; the estimates of the combined wage and salary bill for these indus
tries are more reliable than the separate estimates of the wage bill and the salary 
bill. A second general element of uncertainty arises from the marginal adjust
ments, which are made to the basic data for each industry, to allow for directors’ 
fees, income in kind and expenses of employment (see pages 125-6 and 132-3), 
The reliability of the total estimates of these adjustments is poor and their allo
cation to the various industries is very rough.

4. ST A T IST IC A L  S O U R C E S :  INCOME FROM
S E L F -E M P L O Y M E N T

This class o f incomes, which incorporates elements of both labour income and 
profit income, may be described either as income from self-employment to 
distinguish it front the income of employees, or as income of unincorporated 
enterprises to distinguish it from the income of companies and public corpor
ations. Its place in the accounts of the personal sector is described on page 102. 
Income from self-employment is divided into three groups; income of fanners, 
professional earnings, and income of other sole traders and partnerships. 
Income from farming is estimated from data collected by the agricultural depart
ments and the other two forms of income are estimated from Inland Revenue 
data.

Income of farmers
Income of farmers consists of the income from agriculture, horticulture and 
direct retailing of occupiers of holdings of one acre or more. Before 1954, 
holdings in Northern Ireland of one quarter of an acre to one acre were also 
included. Most farmers are sole traders or in partnerships, but because of the 
method of estimation, the profits of the companies engaged in farming are 
included in income of farmers, and excluded from the profits of companies in 
the accounts of the company sector. Income earned by farmers with smaller 
holdings is included with the income of other sole traders and partnerships. 
These definitions are adopted so as to secure consistency in coverage with the 
data on farm incomes published by the agricultural departments.

Income from farming represents the reward of the manual and managerial 
labour of farmers and their wives and the return on their capital. Income from 
the ownership of land and buildings, including the income imputed to farmers 
owning the farms on wliich they work, is, however, excluded from income from 
farming and treated as part of rent income. This treatment therefore differs 
from that of imputed rent of trading property which is included in trading 
profits and not under rent.
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The figures are based on estimates by the Ministry of Agriculture, Fisheries 
and Food, the Department of Agriculture and Fisheries for Scotland, and the 
Ministry of Agriculture for Northern Ireland. The departments estimate the value 
of income from farming for accounting years ending in May. Estimates for the 
last complete farm year, together with forecasts for the current farm year, are 
published in the White Paper‘14) issued each spring in connection with the 
determination of farm prices under the Agriculture Acts of 1947 and 1957.

The estimate of income from farming is built up from very detailed estimates 
of output and expenditure. The industry is treated as one large national farm; 
this affects the treatment in the accounts of the numerous transactions occurring 
between farm and farm, either directly or by way o f merchants and processors. 
Where home grown agricultural produce appears on the expenditure side of the 
account, as do purchases of home grown feed cereals under feedingstuffs, that 
produce also appears on the revenue side; but where the expenditure side is on a 
net basis, for example by excluding unfinished livestock reared in the United 
Kingdom, the revenue side excludes them also. Either method avoids double
counting of profits from the same produce at different stages of growth or 
marketing. All farms are treated as though they were tenanted and transactions 
of farmers in their capacity as landlords are excluded. The items o f cost which 
are deducted from gross receipts are labour costs, rent and rental value of land 
and buildings (as though all farms were tenanted), interest, purchases o f goods 
and services from other industries or from abroad and provision for depreciation 
of equipment. The calculation for 1965/66 is shown in the table below.

Calculation of income from farming 1965/66
£ million

Revenue

Milk and milk products ................
Fatstock:

C attle ..........................................
Sheep ..........................................
P igs..............................................

E g g s................................................
Poultry and other livestock ..........
G ra in ..............................................
Other farm c ro p s ...........................
Horticultural products .................
Other credits...................................

Total ..............................................
Farming grants, subsidies and

sundry receipts...........................
Increase in the value of farm stocks 

and work in hand .....................

Total

Expenditure

412J j Labour
Rent and interest 

272 I Machinery:
85 I Depreciation 

211 i  Repairs 
179i I Fuel and oil
87i 1 Other

222 Feedingstuffs 
137 Fertilisers
I 8 U  1 Other
40

Total
l,828i .

Net income from farming 
99

48

l,975i I Total

3 1 2 i
146

1,507

468i

1,975J

Source: Cmnd. 3229, Appendix 11, Table B

U4» For example, Annual Review and Determination o f Guarantees 1967, Cmnd. 3229, issued 
in March 1967, gives detailed estimates for 1965/66 and forecasts for 1966/67.
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144 The personal sector

The agricultural subsidies appear in the table in two ways. Those paid in 
implementation of price guarantees, that is the ‘deficiency payments’, appear 
under commodity receipts; the direct subsidies, such as those on fertilisers, lime 
and ploughing up grassland, come under farming grants and subsidies. Revenue 
includes the value, at average realisation prices of produce sold, of produce 
not sold but consumed on the farm; in the mid-1960’s the value of this produce 
is estimated to have been about £30 million and the net income arising from it 
about £8 million. The expenditure items are gross in the sense that they include 
some capital expenditure, for example farm labour used in improving the farm, 
but this capital expenditure is balanced by an item on the revenue side under 
‘Other credits’. The interest item relates to farmers’ borrowing from banks, 
merchants and hire purchase finance houses in their capacity as tenant farmers. 
The increase in the value of farm stocks and work in hand consists of the differ
ence between the beginning and end of the year in the book values of livestock 
and growing crops, together with tillages, harvested crops, feedingstuffs on 
hand, etc. No estimate is made of any change in the value of manurial residues 
in the soil.

For the national accounts, the estimates of income from farming made by the 
agricultural departments have to be increased in two respects. Interest paid on 
borrowed working capital is not treated as an expense and no provision is made 
in expenses for depreciation. The adjusted farm year figures are then converted 
to calendar years. The figure for 1965, for example, is taken to be equal to 5/12 
of the income earned in the farm year 1964/65 plus 7/12 of the income earned in 
the farm year 1965/66. This simple conversion may lead to error in estimating 
the income for a particular calendar year.

Quarterly estimates of income from farming are included in published estimates 
for ‘Other personal income’. The quarterly figures are a smooth interpolation of 
the calendar year totals. For the latest quarters a projection is made from the 
latest crop year figure, adjusted to normal weather conditions.

Income o f professional persons
Professional earnings include all the earnings of individuals and partnerships 
assessable to income tax under Schedule D from the carrying on of professions 
where the profits made depend wholly or mainly on personal qualifications. 
They exclude the profits of business consisting wholly or mainly in the making 
of contracts on behalf of others or in the giving of commercial advice relating to 
contracts, which are included in ‘Income of other sole traders and partnerships’. 
Thus, this item covers the earnings of doctors, dentists, lawyers, artists, journa
lists and architects working on their own account, including earnings of general 
practitioners and dentists practising under the national health service, but ex
cludes the profits of brokers and estate agents. It also excludes the salaries of 
members of the professions chargeable to tax under Schedule E and thus excludes 
the salaries of all doctors who are whole-time hospital employees, of nearly all 
teachers, and the pay of H.M. Forces.

The main source of information for professional earnings is the statistics of 
assessments to tax collected by the Inland Revenue; these relate to the total 
amount of profits assessable to income tax under Schedule D. Before 1952 an ad
dition was made for profits tax and excess profits tax wliich were deducted for tax 
purposes in arriving at the Schedule D profits. The profits are before deduction
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of depreciation, as required for the national accounts. The statistics have much 
the same general characteristics as those of company profits derived from the 
same source and described on pages 217 to 219, to which reference should be 
made for a more detailed description of the methods of using these tax assess
ments. The terms used in Inland Revenue data are explained in Appendix III.

For the years up to and including the last year but two shown in the Blue 
Book, the figures are based on the assessments to income tax under Schedule D, 
Cases I and IT, made in the income tax year following the year of profit. Up to  
1966 all assessments were recorded; thereafter a five per cent sample of all assess
ments of profits under £10,000 is taken each year, together with all assessments 
of £10,000 or more- There are several reasons why the assessments do not cover 
the earnings of the calendar year precisely. First, about ten per cent of the income 
tax assessments for all unincorporated businesses made in the year relate to 
earlier years. Secondly, although Schedule D assessments are, broadly speaking, 
based on the profits of the previous year, this is not always true; for instance, 
when a business starts or finishes, some of the assessments are based on the 
current year’s profits. Probably some five to eight per cent of the assessments for 
unincorporated businesses are on the basis of the current year, but since delay 
in securing information often retards such assessments, this includes some 
duplication with the late assessments and this error may offset the first. Thirdly, 
assessments based on the previous year are based on the profits of the'accounting 
period ending at any time in the previous income tax year; in practice, this gives 
an average year for profits centred on, and mostly falling within, the calendar 
year, because about four-fifths of the accounting years of unincorporated 
businesses end either in the fourth or first quarter of the calendar year. In the 
case of companies, the quarterly sample returns provide information on which 
to adjust the ac.counting year figures to a calendar year basis, but this infor
mation is not available for unincorporated enterprises and no adjustment is 
made.

For the last two years shown, the Inland Revenue estimates are based on 
incomplete data. The data comprise three series of reports. The first report 
gives a preliminary estimate of the profits of the current year for traders whose 
profits normally exceed £10,000. The second report is submitted when accounts 
are received and the third when the trader’s tax liability has been agreed; the 
second and third reports cover all traders whose profits are £10,000 or more and 
a one per cent sample of the remainder. Similar reports for companies, and the 
ways in which they are used, are described in detail in Chapter VII.

Because of the very large number of cases for which data are not available in 
advance of actual assessment, the estimates for the last two years are subject to 
substantial later amendment. For the last year but one the coverage of the data 
in respect of professional earnings is fairly good— about half of total earnings—  
but for the latest year it is very limited— less than ten per cent— and the estimate 
for that year must therefore be regarded as highly provisional.

For the national accounts estimates a number of adjustments have to be made 
to the Inland Revenue figures.

(a) Under-assessment o f income. That some understatement of income occurs 
in tax returns is borne out by the figures published by the Inland Revenue of 
taxes and penalties charged in cases that have come to light. There must obvi
ously be other cases so far undetected and the figures published in the national 
accounts include an arbitrary addition on this account.
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(b) Contributions to superannuation schemes. An addition is made for the
government contribution to the national health service superannuation scheme 
for general practitioners and dentists.

(c) Ovvner-occupied property. Trading profits are taken to include the income 
from owner-occupied property. When this income was taxed under Schedule A

^  U ® deducted in arriving at trading profits unde  ̂
y earf  ̂ ft ^1961 added back. This adjustment is not required for the

(d) Interest. Interest paid on bank advances and certain other interest nav- 
ments are allowed by the Inland Revenue as an expense in arriving at the assess
ment of profits. In the national income accounts such interest is regarded as a 
share of profits, not as a payment to a factor of production. An estimate of the 
amount paid— consisting of interest on bank advances, on trade bills and
acceptances, and on hire purchase debt— has therefore to be added back to the 
Inland Revenue estimate of profits.

(e) Capital gains. After 1963 certain short-term capital gains were assessed to 
income tax under Case VII and from 1965/66 it was possible for certain long
term capital gams, normally assessed to capital gains tax, to be included in 
income tax assessments. These amounts are excluded.

Quarterly estimates of income of professional persons are included in published 
estimates for ‘Other personal income’. The quarterly figures are generaUy a 
smooth interpolation of the annual figures, but when additional information is 
available it is taken into account. For example, changes in the income of general 
practitioners and dentists under the national health service can be identified
from the central government accounts and are incorporated in the estimate for 
the appropriate quarter.

Income o f  other sole traders and partnerships

The income of other sole traders and partnerships includes all income of unin
corporated enterprises assessed under Schedule D except income classified under 
farming or professional earnings. This group includes agents, for example agents 
working on commission, unless there is a contract of service with a single em
ployer. Where there is such a contract, for example in the case of most salesmen 
working on commission, the whole income is normally assessed under Schedule E  
and is treated as income from employment.

The main source of information on earnings of other sole traders and partner
ships is the statistics of assessments to tax collected by the Inland Revenue, and 
the estimates are made in the same way as those described above for the income 
of professional persons. The estimates for the last two years, which are based on 
incomplete data, are less reliable than those for professional earnings since the 
data for the last year but one cover only about 20 to 25 per cent of total profits 
and for the latest year less than five per cent.

As in the case of professional earnings, a number of adjustments have to be 
made to the Inland Revenue figures.

(a) Under-assessment o f income.
(b) Owner-occupied property.
(c) Interest.
(d) Capital gains.
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These four adjustments are discussed above. Two further adjustments are also

Smallholders. An estimate is added for the incomes of smallholders which 
are excluded from the agricultural returns on which the estimate of income from 
farming is based. This covers income from agricultural holdings of less than one 
acre. The estimate is very rough. In the mid-1960’s it amounted to about £30
million a year.

(f) Jobbers. The income of jobbers on the stock exchange and of some other 
dealers in financial assets is derived from the difference between the buying and 
selling prices of securities. In so far as these margins are not included in the 
estimates of expenditure on making financial transactions, the gain o f the 
financial dealer should be regarded as a capital gain and not as part o f his 
trading income, for the estimates of income and expenditure to be consistent. 
An estimated deduction is made from the income assessed to tax under Schedule 
D  for the exclusion o f these gains. An alternative treatment would be to regard 
these gains as a charge for a financial service. This would involve adjustments to 
the figures o f financial transactions, to company profits and to consumers* 
expenditure, which would be difficult to make accurately and therefore this
treatment has not been adopted in the accounts.

The quarterly estimates of income o f other sole traders and partnerships are 
included in published estimates for ‘Other personal income*. The annual industrial 
analysis made by the Inland Revenue provides separate estimates for manu
facturing, construction, transport and communication and the distributive trades. 
For these categories quarterly income is assumed to vary respectively with move
ments in the index of manufacturing production, the value of building work done, 
the index of output at constant prices for transport and communication, and the 
index of sales by independent retailers. For other categories quarterly income is 
taken as a smooth interpolation of the annual figures.

Reliability
The estimate of income from farming is built up from very detailed figures and, for 
all but the latest year, the estimate should be fairly reliable. However, alternative 
estimates derived from a sample of farm accounts sometimes differ considerably 
in level and there is uncertainty about the calendar year as opposed to the farm 
year estimates. The annual estimates should therefore be regarded as in category 
B of the gradings described on pages 39 to 41.

The reliability of the estimates of the general level o f incomes of professional 
persons and other sole traders and partnerships is not high, for the reasons given 
above. It is thought that the margin of error lies within the range of category B. 
The estimates of year-to-year changes are somewhat more reliable, except for the 
last two years shown.

5. ST A T IST IC A L  S O U R C E S :  C O N S U M E R S ’ E X P E N D I T U R E

SUMMARY OF SOURCES FOR ESTIMATING CONSUMERS’ EXPENDITURE
A general description of what is covered by consumers’ expenditure is given on 
page 105. The quarterly and annual estimates of consumers* expenditure at 
current and at constant prices are built up commodity by commodity from a
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variety of independent sources. The source which is chosen for a particular 
h?d^M°?‘*̂  °'̂  "If® “''‘‘liable information is
ture on that commodity or service. ”

Three general sources are available for estimating consumers’ expenditure:
(a) statistics of supplies;
(b) sample surveys o f consumers’ expenditure;
(c) statistics of sales by retail shops and other outlets.

These are discussed in general terms below.

(a) Statistics o f  supplies

Statistics of supplies may relate either to total output p to  imports less exports, 
or to deliveries from one stage of production or distribution to the next for 
example deliveries to wholesalers. Supply statistics usually relate to well defined 
commodity groups, which is an advantage in building up commodity estimates 
ot expenditure, but several adjustments may have to be made to them before 
they provide estimates of expenditure by consumers. Allowance should be 
made for any changes in distributors’ stocks and for losses or wastage in dis
tribution. Ifpossible, supplies of a product which are used for further manufacture 
must be distinguished from supplies of the same product which are bought 
direct by consumers. On the other hand, care must be taken that newly developed 
products are not missed from the estimates through lack of statistical information 
Short period supply statistics are mostly recorded by quantity and although 
mtormation may be available on average retail values, these values may not 
relate to the quantity measures in which the supplies are recorded. Factors 
then need to be devised for converting one measure of quantity into the other. 
Where supply statistics are in value terms an allowance—sometimes rather 
uncertain has to be made for the appropriate mark-up necessary to convert 
factory, wholesale or import values to the amount paid by the consumer. Finally, 
deductions may have to be made for business purchases at the retail stage.

The main use of supply statistics is in estimating consumers’ expenditure on 
food (in conjunction with data from the National Food Survey) and on alcoholic 
drink. Detailed information relating to supplies of many foodstuffs is compiled 
by the Ministry of Agriculture, Fisheries and Food, based on import and export 
statistics, on the statistics of agricultural output collected by the agricultural 
departments and on returns from manufacturers and processors. These statistics 
are mostly expressed in quantities which are valued mainly by average values 
taken from the National Food Survey. These average values reflect the prices 
actually paid by consumers. The estimates of consumers’ expenditure on alco
holic drink are based on statistics of the quantities on which duty is paid, 
multiplied by estimated average retail values.

{b) Sample surveys o f consumers' expenditure
An alternative approach is that of direct and continuous inquiry among a 
sample of consumers. This method has four distinct advantages: firstly, it is 
comprehensive in its coverage of the goods and services bought by the house
holds or persons surveyed; secondly, it excludes business expenditure; thirdly, 
it measures the flow of consumers’ goods and services at the time of purchase 
and at the prices paid by the consumers; fourthly, it can provide, subject to 
sampling fluctuations, a detailed and flexible commodity analysis of expenditure.
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It may also permit an analysis by different categories of consumers, for example,
in different income groups. j  * r *•

But there are problems and limitations in using sample survey data for esti
mating consumers’ expenditure. Firstly, records of spending kept by households m 
such surveys tend to show a significantly higher rate o f spending in the first few 
days than in subsequent days and the problem arises as to where the true level of 
expenditure lies. Secondly, the fact that some o f the people who are approached 
in a survey do not for one reason or another co-operate fully is likely to introduce 
some bias into the results, the nature and extent of which is difficult to assess. 
Thirdly, since the most convenient place to approach people for detailed in
formation about their spending is in their homes, surveys o f consumers’ ex
penditure generally relate to households and do not cover residents o f hotels 
and other institutions. In estimating consumers’ expenditure from surveys an 
addition must therefore be made for the spending o f the non-household popu
lation; this spending, however, is generally small in relation to the expenditure of 
households. Fourthly, there are difficulties in obtaining from a continuous house
hold survey reliable information on expenditure while away on holiday. A fifth 
problem arises from the fact that people do not fully record their expenditure
on certain items, notably alcoholic drink and tobacco.

A further important limiUtion in using moderate-sized sample surveys for 
estimating consumers’ expenditure is that sampling fluctuations'may obscure 
the changes in expenditure, particularly from quarter to quarter. These fluctua
tions tend to be greater for the more expensive items, which people do not buy 
often. While quarterly changes in expenditure on, for example, most foods may be 
satisfactorily estimated from a moderate-sized survey, bigger surveys may be 
needed for estimating quarterly changes in expenditure on items such as cars, 
central heating or the more expensive articles of clothing.

Three continuous surveys are available for estimating consumers’ expenditure, 
or parts of consumers’ expenditure: the National Food Survey of the Ministry 
of Agriculture, Fisheries and Food; the Family Expenditure Survey o f the 
Ministry of Labour; and the International Passenger Survey o f the Board of 
Trade. The field work for the Family Expenditure Survey and the International 
Passenger Survey is carried out by the Government Social Survey.

The National Food Survey^is) was started in 1940 to provide an independent 
check on food consumption and expenditure during the war and was used 
mainly to get information about standards of nutrition in the lower income 
groups. Urban working-class households were the principal groups studied until 
1950, when the survey was extended to cover the whole population and analyses 
of expenditure by social class and by family composition were added. The 
survey covers household expenditure on food and does not include meals and 
snacli bought away from home, purchases of sweets and chocolates, ice cream 
or most soft drinks. Each household participating in the survey records for one 
week the quantity and the value of food bought. In 1966 about 14,000 households 
were approached of which about 7,500 responded fully. The survey is used 
extensively, together with statistics of supplies, in estimating consumers* ex
penditure on food. A major use is for data on average prices paid by consumers.

Household Food Consumption and Expenditure: annual reports of the National Food 
Survey Committee.
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The Family Expenditure Survey'll) was started in 1957 to meet a variety of 
needs Informatioii about the pattern of expenditure is required by the MiiStrv 
of Labour to provide weights for the index of retail prices. As weU as using S  
survey for the estimates of consumers’ expenditure, the Central Statistical Offi^ 
use the information from the survey to study the redistributive effects on income 
of taxation and social benefits. The survey, which like the National Food 
Survey IS taken continuously throughout the year, is not confined to expenditure 
on food but covers expenditure on all goods and services by all members of the 
household, whether the goods and services are consumed inside or outside the 
home. Members o f each household participating in the survey record for two 
weeks the value o f their expenditure and give particulars of their income From
l ” i!° were approached in the course of a year of

which about 3,500 co-operated fully; the number approached was increased to
about 10,000 m 1967. Because of the comparatively small size of the sample before
1967, sampling errors for many items were rather high and only limited use could
be made of the survey for estimating consumers’ expenditure. GeneraUy the 
survey was used only for annual estimates.

The International Passenger Survey‘i7) was started in 1961 as a continuous
sample survey of passengers travelling on the short sea and air routes between
the United Kingdom and the continent of Europe, and on the long air routes
beyond Europe. In 1964 the survey was extended to cover passengers on the long
sea routes beyond Europe. Information is given by passengers-both resident
o f this country and of other countries—on their nationality, country o f residence
purpose of visit, length o f stay, and expenditure in the country visited. The main
purposes o f the survey are to provide information on migration and on the
balance of payments by enabling estimates to be made of expenditure by United
Kingdom residents while travelling abroad and the expenditure of foreign 
tourists, etc. in this country. ^

(c) Statistics o f  sales by retail shops and other outlets
A third approach is to collect statistics of sales by retailers and other outlets 
selUng goods and services direct to consumers. The method is usuaUy to coUect 
statistics monthly or quarterly from a sample of outlets and use these to project 
forwards the statistics obtained from a more detailed inquiry or census. The 
Board of Trade publishes monthly statistics on the sales of retailers, caterers, 
motor traders, laundries and dry cleaners, and hairdressers. Full censuses of 
distribution and other services were taken for 1950 and 1961 and sample censuses 
for 1957 and 1966. Detailed inquiries were made into the catering trades in I960 
and 1964 and into the motor trades in 1962 and 1967. (See Appendix II.) The 
effective sample may not be a strictly random one since response may vary 
between different kinds and sizes of business, but the sample can be stratified by 
kind and size o f  business and the results combined according to the census 
figures for the individual kinds and sizes o f business.

<i6iFamily Expenditure Survey: Report for 1957-59; Family Expenditure Survey: Report for 
1960 and 1961, and annual reports thereafter. The results of a similar inquiry were published 
m Report o f an Enquiry into Household Expenditure in 1953-54. Earlier surveys were made 
on specific items of expenditure and a survey of total expenditure of working class house
holds was made in selected weeks of 1937-38.

n7’Results are published in the Board o f Trade Journal; the methods are described in the issue 
for 23 March 1963.
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This approach shares with continuous sample surveys the advantage of 
measuring the flow o f goods and services at the time o f purchase and at prices 
actually paid by purchasers. Within the field covered by outlet statistics all 
commodities are covered and there is no duplication. Outlet statistics usually 
include some sales to businesses but since businesses buy more from wholesalers 
than from outlets directly serving consumers, this is not generally as troublesome 
a problem as it may be with statistics o f supplies.

The sampling unit in outlet statistics is a retail organisation selling to hundreds 
of customers instead of, as in consumer surveys, an individual household or 
purchaser. Consequently a sample of outlets can cover a far higher proportion 
of the population’s spending at the types o f outlet to which the sample relates 
than can be covered by a consumer survey o f practicable size. Provided that full 
coverage o f big outlets is secured each quarter and that the smaller outlets in 
the sample make returns reasonably consistently quarter by quarter, then outlet 
statistics can be expected to measure short-term trends o f expenditure more 
reliably than consumer surveys or (if several uncertain adjustments are made to 
them) statistics o f supplies. In the longer term, considerable attention must be 
paid to the problem of keeping the sample representative o f all outlets in the 
field covered; in particular, o f keeping a representative balance between estab
lished and newly opened shops. A  census, with its detailed enumeration o f out
lets, provides a periodic check on the sampling frame but it is a costly operation
to carry out frequently.

The available outlet statistics do not cover the whole range o f consumer goods 
and services, and some types of outlet are not covered, such as manufacturers, 
farms and wholesalers having direct sales to consumers, boarding houses, 
social clubs selling alcoholic drinks to their members, street traders and news
vendors.

A difficulty of using outlet statistics as a source for estimates o f consumers’ 
expenditure is that retailers and other outlets cannot be expected to provide a 
commodity analysis o f their sales every month or quarter; a considerable task is 
undertaken by the retailer in providing information for broad commodity 
groups in periodic censuses. The method o f estimating commodity figures from 
outlet sources is therefore to project forwards the commodity figures from the last 
census, after these have been adjusted to exclude business purchases and to 
accord with the classification of consumers’ expenditure. The indicators for 
projecting these commodity figures are constructed from the monthly or quarterly 
figures of sales by various kinds of retail business (including mail order busi
nesses). In so far as retailers or other outlets specialise in particular goods or 
services they can be classified to their main kind o f business—furniture shops, 
clothing shops, hairdressers, etc.—and their total sales provide indicators o f the 
trend of sales of particular commodity groups or services. Even where retailers 
do not specialise, they may be able to provide separate sales figures for depart
ments of their business and these can be combined, by using appropriate weights 
derived from the census, with the sales indicators of the specialist shops to 
provide a single index for the value of sales of each commodity group or service. 
Indices of this kind are used to estimate consumers’ expenditure on clothing and 
footwear, household durable goods, household textiles, soft furnishings, hard
ware, chemists’ goods, some recreational goods and miscellaneous goods. 
In addition, indices of catering turnover are used to estimate expenditure on 
meals and accommodation outside the home.
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Indices of this kind are only approximate measures of the trend o f sales of a
particular commodity group or service. The tendency for retail trade to become
less specialised, for example for furniture shops to sell domestic appliances for
clothing shops to sell soft furnishings and in general for shops to sell a wider
variety of goods without necessarily keeping departmental records, makes the
indicators less reliable as a source for commodity estimates between censuses
Thus indices of sales by various kinds of retail business do not provide a fully
satisfactory means for projecting forwards the commodity figures of a census,
though they do provide appropriate indicators for projecting forwards the 
kind of business figures.

A combined index of the total turnover of retailers and other traders is less 
subject to these disadvantages. Because of its wide coverage a combined index 
of the turnover of retailers, caterers, and other service traders, derived from 
census and monthly statistics collected by the Board of Trade, provides a good 
indication of the quarterly changes in total expenditure in the field they cover. 
However, the analysis by outlet that is inherent in building up to this total is less 
useful than the analysis by commodity group. It may become possible to com
bine the overall outlet statistics with an analysis by commodity based on other 
statistics but there is at present a gap between the level of the estimates derived 
from these outlet statistics and the higher level built up commodity by commodity 
from the various sources, including to some extent retail sales, which is used for 
the national accounts. This gap cannot be entirely eliminated by adjustments to 
bring the ‘outlet’ total and the ‘commodity’ total to a common definition.

Basic sources used for the estimates of consumers’ expenditure, 1966

Basic sources

Percentage of total consumers’ 
expenditure, 1966

Annual
estimates

Quarterly
estimates

Statistics of supplies:
Production, imports and exports (including food valued

by means of the National Food Survey) ......................
Quantities on which duty p a id ............................................

Sample surveys of consumers’ expenditure:
National Food Survey (supported by statistics of supplies)
Family Expenditure Survey ...............................................
International Passenger Survey...........................................

Statistics of sales by retail shops and other outlets:
Retail sales ...........................................................................
Caterers’ turnover ...............................................................
Sales by other outlets .........................................................

Trade sou rces...........................................................................
Miscellaneous sources:

Direct estimates.....................................................................
Indicators of quarterly changes in annual estimates ___

No firm basis:
Quarterly figures interpolation of annual figures ............
Annual and quarterly figures.............................................

Total ........................................................................................

12

1

14

1

100 100
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In addition to the outlet statistics discussed above, other statistics are returned 
by organisations directly serving consumers. They are used to estimate con
sumers’ expenditure on coal, coke, electricity, gas, rail and road travel and 
admissions to cinemas.

1  "■  S  b  i J  ■
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Summary o f sources
The sources used for 1966 are summarised in the annex to this chapter. The 
annex is further summarised in the table on the preceding page, which shows 
the relative importance in the estimates for 1966 of the basic sources discussed 
above. Where information is available quarterly the annual estimates are a 
simple addition of the quarterly estimates.
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Percentage of total consumen' - 
expenditure, 1966

Annual
estimates

Quartcriy
estimates

10
6

10
6

12
13
1

18
5

II
9

12

1

18
5

11
9

Ideally, in revaluing consumers’ expenditure at constant prices, purchases of 
every grade and size of every commodity and of every type of service which has a 
separate price should be revalued at their price in the base year, after allowing 
for changes in quality since the base year. In practice, information does not 
exist for revaluing consumers’ expenditure in such detail but it is nevertheless 
revalued in very considerable detail, many hundreds of estimates being revalued 
separately. Adjustments for changes in quality are limited because of the 
difficulties of taking objective account of these changes. Since, with technological 
advance, the quality of products tends to improve, the estimates of consumers’ 
expenditure at constant prices probably tend to understate the true growth in 
standards of consumption.

The same base year is retained in the national accounts for a number of years, 
the base year being determined by the year of the last detailed census of produc
tion. The estimates in the 1967 Blue Book are based on 1958; the base year will be 
changed to 1963 when the detailed results of the 1963 census of production 
become available.

The methods used for estimating expenditure at constant prices depend on 
the methods used for the current price estimates. Where the estimate at current 
prices is one of quantity multiplied by current average value, the estimate at 
constant prices is the same quantity multiplied by the average value in the base 
year. Where the current price estimate is in value terms only, it is deflated by an 
appropriate price index. The indices most widely used for this purpose are com
ponents of the index of retail prices‘i8). xhe index does not, however, cover the 
whole range of consumers’ expenditure, and other indices have to be used or 
estimated where necessary. If no other appropriate price index is available the 
general consumer price index implied by the estimates of consumers’ expenditure 
at current and constant prices on all other goods and services is used. Where the 
current price estimate is a benchmark estimate projected forwards by separate 
indices of volume and of price, the constant price estimate is obtained by 
projecting the estimate for the base year by the index of volume only. All these 
revaluations are carried out in as great detail as possible.

<i8»see Method o f Construction and Calculation o f  the Index o f Retail Prices, Studies in Olficial 
Statistics, N o. 6, 4th edition 1967.
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154 The personal sector

The relative importance of these three methods for estimating consumers’ 
expenditure at constant prices in 1966 is shown in the table below. A description 
of the method used for each specific item is given in the detailed description 
below (pages 155 to 186).

Methods used for revaluing at constant prices consumers’ expenditure, 1966

Method o f revaluation

Quantities multiplied by average values in base year.............................................
Base year estimates projected forwards by an index of volume........................
Current price estimates deflated by:

Index o f retail prices................................................................................................
Other price in d ices..................................................................................................

N o firm basis (including deflation by the general consumer price index)___

Total consumers’ expenditure...................................................................................

Percentage of 
total consumers’ 
expenditure at 
current prices, 

1966

100

T H E  C L A S S I F I C A T I O N  O F  C O N S U M E R S ’ E X P E N D I T U R E

There are several ways of classifying the items of consumers’ expenditure by 
groups and it is clear that there is no one classification which would meet the 
needs of all users of these figures. The classification adopted in United Kingdom 
statistics is mainly by object, distinguishing for example food, housing, clothing, 
travel, insurance. A broad distinction is preserved between major durables and 
other goods, and between goods in general and services. But the distinction is 
not complete; for example the category of durable goods excludes hardware 
and some costly goods such as jewellery and watches, expenditure on which may 
be influenced by considerations similar to those affecting goods classified as 
durable. The durable goods category is intended to cover those goods which 
constitute a volatile element in consumers’ expenditure and goods which are 
relatively costly and which are generally available on credit terms. The United 
Kingdom classification differs somewhat from those used internationally: 
estimates are prepared for the United Nations and the Organisation for Economic 
Co-operation and Development on the basis of the classifications which they use.

A classification by producing industries, as defined in the Standard Industrial 
Classification, is required for input-output analysis and is estimated in particular 
years for this purpose. But there are considerable difficulties in analysing con
sumers’ expenditure in this way, for example in distinguishing between 
expenditure on metal and on plastic goods.

A problem of classification arises when a composite product or service is 
bought by the consumer. The principal case is expenditure in hotels, restaurants, 
canteens etc., where the consumer is buying not only food and drink but also the 
services of the staff and the other facilities provided by the estabhshment. 
Separate figures are given of household expenditure on food; food purchased 
from catering establishments is included in the item ‘Catering (meals and 
accommodation)’. Estimates of total personal expenditure on food, including the 
purchases of food by caterers for consumption on or off the premises, are
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however ^aven in the notes at the end of the Blue Book. However, all personal 
expenditure on alcoholic drink is included in the category ‘Alcoholic drink’ 
because purchases from catering establishments for consumption off the prem
ises are much more important than in the case of food, and expenditure cannot
be satisfactorily divided.

The expenditure categories relate to purchases of new goods only, except in 
the case of motor vehicles. Except for vehicles, it is assumed that second-hand 
aoods are purchased mainly from other consumers and the net effect of these 
purchases on total consumers’ expenditure is equivalent to the dealers’ margins 
on the sale of second-hand goods. The estimate of purchases less sales is included
in the category ‘Other services’.

In general, expenditure imputed as a counterpart to income m kind is allocated 
to the appropriate expenditure category according to the type of good or 
service received. Exceptions are the estimated values of food and clothing 
issued to the Forces and auxiliary services and of food suppUed to merchant 
seamen and fishermen; these values are included in the separate category ‘Income
in kind not included elsewhere’.

The sources used for estimates of expenditure generally include, without any 
possibility of separation, purchases in the United Kingdom by non-residents. 
A deduction is made for the total of these purchases so that the total of ex
penditure relates only to United Kingdom residents. Correspondingly, an 
estimate is made of personal expenditure in foreign countries by United Kingdom 
residents and included in total consumers’ expenditure. Neither item can be 
allocated between commodities and both are treated as adjustments to the total. 
Hence exact figures are not available of expenditure by United Kingdom residents 
on each commodity or service.

The classification used in the 1967 Blue Book, together with notes on methods 
of estimating each item is given in the following pages.

S O U R C E S  A N D  M E T H O D S  F O R  E S T I M A T I N G
c o n s u m e r s ’ e x p e n d i t u r e  o n  s p e c i f i c  i t e m s

The following pages describe in detail the methods of estimation used for 
the eleven years 1956 to 1966 covered by the 1967 Blue Book. As far as possible, 
where different methods were used for earlier years, the time of the change in 
methods is indicated and some account is given of the methods on which the 
figures for earUer years depend. In the immediate post-war years a good deal of 
information was available from rationing statistics and other information on 
controls. For details of the methods of preparation of estimates from this 
information, reference should be made to the previous description of the
estimates<i9).

1. Food
Expenditure on food may be for food prepared within the household or for food 
provided by caterers. The published tables on consumers’ expenditure show 
household expenditure on food, but combined estimates of household and other 
personal expenditure on food are given in the notes at the end of the Blue Book.

War/ona/ Income Statistics: Sources and Methods, Studies in Official Statistics, N o. 3, 1956.

. I
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156 The personal sector

Also, the Item of expenditure ‘Income in kind not included elsewhere’ includes 
the estimated value o f food issued to the Forces and to merchant seamen and 
fishermen. In the following paragraphs the methods used to estimate both 
household expenditure and other personal expenditure on food are described

The Item ‘Food (household expenditure)’ comprises all food and non-alcoholic 
beverages bought at retail by households for consumption in the household or 
elsewhere. Food withdrawn by farmers, other commercial food producers and 
retailers for their own consumption is treated as household purehases. Domestic 
poultry keeping and food cultivation in gardens and allotments are not regarded 
as commercial enterprises and nothing is included for the food produced.

Other personal expenditure on food forms part of the item ‘Catering (meals and 
accommodation)’. The latter item includes the full value to the consumer of 
meals taken in hotels, restaurants, etc. but it is only the estimated amounts paid 
by caterers for their food supplies which are classified as other personal expendi
ture on food. Other personal expenditure on food is therefore equivalent to pur
chases o f food by catering establishments for consumption on or off the premises. 
Catering establishments include both commercial and non-commercial establish
ments, for example cafes, restaurants, hotels, fish and chip shops, canteens 
office dining-rooms, schools (providing school meals and school milk) and 
communal establishments such as orphanages. An adjustment is made to 
exclude amounts charged to business accounts, which are currently assumed to 
be nearly three per cent o f the annual expenditure in catering establishments. It 
is assumed that all payments for meals in canteens and office dining-rooms are 
made out o f personal income and that such payments cover at least the cost of 
the food. The value o f food bought with luncheon vouchers is included in the 
estimates o f other personal expenditure on food. Payments by public authorities 
for food consumed in hospitals, prisons, borstal institutions, residential schools 
and homes for the aged are excluded; this expenditure is part of public author
ities’ current expenditure on goods and services.

Extensive use is now made o f the National Food Survey, which provides 
continuous information on the quantity and value of food bought by housewives 
and gives a guide to the proportion o f recorded supplies which is appropriate 
to consumers expenditure as defined for the national accounts. As increasing 
use has been made of the survey, estimates for recent and for earlier years have 
been revised. Before 1952, however, the scope of the survey was limited and does 
not provide a basis for detailed revision o f the figures; therefore no estimates for 
individual commodity groups are available before 1952 consistent with those for 
later years, although the estimates of total consumers’ expenditure on food for 
the years 1946 to 1951 have been adjusted to bring them approximately into line 
with the revised figures for later years.

Generally, the National Food Survey is used for estimating quantities where 
supply statistics are unsuitable either because of the use o f the food at several 
stages of manufacture or because information on wastage, stock changes, etc. 
is limited. But the estimates which are based on the survey are reconciled with 
available statistics o f supplies. About half of the estimates of household ex
penditure on food are now based on the results o f the survey including the 
estimates of expenditure on bread, flour and cake, meat other than bacon or ham, 
meat products, most canned foods, sugar, potatoes and other vegetables, tea, 
coffee and some fresh fruits. The calculation o f household expenditure from the 
National Food Survey excludes expenditure by people resident in catering
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establishments or institutions or serving in the Forces. An adjustment is also 
incorporated in the calculation to reflect the reduction in total household 
expenditure when holidays are taken away from home.

The balance o f the estimates o f  household expenditure on food is based as 
far as quantities are concerned on statistics o f  supplies, that is imports and farm 
and manufacturing output, adjusted for exports and for amounts used in further 
processing, stock changes, wastage, etc. This balance covers both household 
and caterers’ purchases o f the foods concerned and a division between the two 
types o f  purchases is estimated from information from a variety o f sources on 
meals taken outside the home.

All o f the quantity estimates o f  household purchases o f  food which are based 
on the National Food Survey, and many o f those which are based on supply 
data, are valued by means o f  average values taken from the National Food  
Survey so that the survey is the basis for most o f  the valuation o f household 
expenditure on food. These values represent the average prices actually paid by 
consumers, except that milk under the National Milk Schemes and other welfare 
foods are valued at the cost, if any, to the consumer plus the additional cost met 
by the government. Quantities consumed on farms are valued at the prices which 
would be received by the farmer if  the goods were sold. Food bought for con
sumption in catering establishments is valued at the estimated prices paid by the 
caterer. School milk is valued at the cost to the government.

For the constant price estimates consumers’ expenditure on food is generally 
revalued commodity by commodity at the average unit values o f  the base year. 
But in the case o f fresh fruit and vegetables (other than potatoes), where the 
composition o f each o f the broad groups o f  varieties and the quality o f  their 
components change radically from quarter to quarter in the year, consumers’ 
expenditure on each group o f varieties is revalued at the average value for that 
group in the corresponding quarter o f the base year. For the purposes o f  this 
revaluation the average value for the base year as a whole is varied over the 
quarters o f the base year according to the average seasonal pattern o f several 
years. Detailed revaluation o f the food estimates before 1955 raises many un
certainties because o f rapid changes in the quality o f  foods during the period o f  
derationing; therefore only approximate estimates are available o f the total o f  
expenditure on food at constant prices before 1955.

The following paragraphs describe the sources used to estimate expenditure 
on the individual food groups shown in the 1967 Blue Book.

Breacl and cereals. Bread, flour, cakes, biscuits, cereal breakfast foods, oatmeal, 
rice, barley products, semolina, pasta, sago, tapioca, arrowroot, cornflour, 
custard and blancmange powders.

Estimates o f expenditure on this group are calculated from information 
received on deliveries and utilisation o f flour, together with returns from manu
facturers o f  their production o f biscuits, cereal breakfast foods, oatmeal, 
cornflour, and custard and blancmange powders. Imports and exports o f cereal 
products are also available. For bread, flour and cakes, from 1953 purchased 
quantities are derived from the National Food Survey. All the above informa
tion is in terms o f quantity. Price data are obtained from the National Food  
Survey for most o f the items in this group, and from trade price lists for a few 
standard articles, such as oatmeal, and custard powder.

Meat and bacon. Meat, offal, bacon and ham, canned meat, poultry, game and 
rabbits, sausages, other meat products.
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Estimates o f expenditure on carcase meat and offal, sausages and other meat 
products are based for home production on quantities derived from slaughtering 
statistics and for imports and exports on quantities derived from the Overseas 
Trade Accounts o f  the United Kingdom {Trade Accounts) with adjustments for 
known stock changes. The results o f the National Food Survey are used as a 
guide in estimating the proportions o f meat going to the various end-uses. Before 
mid-1954 quantities were derived from rationing statistics. The quantities have 
been valued throughout at average prices recorded by the National Food Survey, 
due allowance being made for the difference between carcase weight and the 
weight as purchased by the consumer.

A  similar procedure has been adopted for bacon and liam. Imports and home 
production o f canned meat are known. The quantity available is analysed into 
main varieties and valued at estimated average prices based on the National 
Food Survey, with allowance for the amount o f meat removed from cans and 
sold sliced.

The estimate o f expenditure on poultry, game and rabbits is based on the 
production estimates o f the agricultural departments and import statistics from 
the Trade Accoimts. The seasonal pattern o f purcliases is indicated by the 
National Food Survey, but an adjustment is necessary to allow for the exceptional 
demand at Christmas, when survey field work is usually interrupted. The results 
o f the National Food Survey are also used to indicate the division o f purchases 
between households, caterers, and manufacturers, and for average prices.

Fish {including shell fish). Fresh, frozen, cured and canned fish, and fish 
products.

The basic information about fresh and frozen fish consists o f figures of British 
landings, supplemented by particulars o f fish not o f British taking from the 
Trade Accounts. Returns o f the production o f cured fish are available. In 
estimating consumers’ expenditure, allowance is made for fish going to fish 
fryers (treated as caterers), which is valued separately.

Quantities o f  canned fish are known from manufacturers’ returns o f home 
production and import statistics. They are valued at prices based on the National 
Food Survey.

Oils and fats. Butter, margarine, lard, other edible fats.
Figures are available for the production of butter (derived from milk used), 

margarine and cooking fats, and imports are derived from the Trade Accounts. 
Deductions are made for quantities used in the manufacture o f other foods 
(including butter blended with margarine). Estimated prices are based on the 
results o f the National Food Survey.

Before 1954, the imports, production and distribution o f all these com
modities were controlled; prices were known, and estimates were based on 
rationing statistics.

Sugar, preserves and confectionery. Sugar, syrup and treacle, jam, marmalade, 
fruit curd, mincemeat, honey, chocolate and sugar confectionery, and table 
jellies.

For sugar, the basic commodity o f  this group, information is available on 
total supplies, but little detail is known o f the use of sugar in manufactured 
products. Consumption estimates for sugar and for syrup and treacle 
are based on the National Food Survey. Before September, 1953, there 
were detailed statistics of supplies and allocations o f sugar, and prices were 
controlled.
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Estimates o f expenditure on jam ajid marmalade, fruit curd, mincemeat and 
table jellies are based on production figures from manufacturers, and import 
statistics Prices are based on the results o f the National Food Survey.

For chocolate and sugar confectionery, the trade association suppHes figures 
of despatches by manufacturers to the home market together with estimates of
the retail value of the products.

Dairy products. Liquid and condensed milk, cream, cheese, eggs.
Estimates of sales of full-priced liquid milk are based on information supplied 

by the Milk Marketing Boards. The quantities o f milk provided under the school 
milk and the National Milk Schemes are known; they are valued at their total 
cost to public authorities before deduction o f receipts. The cost o f school milk 
is part of non-household expenditure on food. The net cost to public authorities 
of school milk and the National Milk Schemes is treated as a grant to persons, 
so that the item appears on both sides of the personal income and expenditure
account. . ,

For condensed milk, cream and cheese, estimates are available of home pro
duction (based on milk used) and of imports. Consumption estimates are based 
on supplies and on data from the National Food Survey. The total home 
production of eggs is estimated by the Ministry of Agriculture, Fisheries and 
Food, and imports are obtained from the Trade Accounts. Deductions from total 
supplies are made for eggs for hatching and for processing, and for the quantities 
produced by domestic poultry keepers. Prices are based on the National Food
Survey.

Fruit. Fresh, canned, dried, frozen and crystallized fruit; nuts.
Potatoes and vegetables. Potatoes and potato products; fresh, canned, dried

and frozen vegetables; pickles and sauces.
The methods used for estimating expenditure on these two groups can con

veniently be considered together. Estimates of consumption are derived from the 
agricultural departments’ estimates of crops harvested, and from particulars 
of imports, deducting allowances for waste and for use by manufacturers and 
interpreting the result in conjunction with the results o f the National Food
Survey.

Particulars of the production and stocks of canned and frozen fruit and 
vegetables are available from the trade, and imports are obtained from the 
Trade Accounts. Details of the production o f pickles and sauces, analysed by 
type, are provided by manufacturers, and retail prices are calculated from trade
price lists.

In order to allow for variations in the fresh fruit and vegetables available at 
different times of the year, expenditure is revalued at prices of the corresponding
quarter of the base year.

Beverages. Tea, coffee, cocoa, soft drinks.
The results of the National Food Survey are used in estimating household 

expenditure on tea. Estimates are also available o f the total quantity of tea 
entering into consumption.

There is reliable information on the production o f coffee essences and powders, 
and on cocoa powder and drinking chocolate supplied to the home market. 
For roast and ground coffee, quantities purchased by households and prices are 
taken from the National Food Survey.

Manufacturers of soft drinks provide figures of the quantities produced, and 
these are valued at prices based on trade price lists.
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160 The personal sector

Other manufactured foods. Infant and invalid foods, welfare foods (for ex
ample, cod liver oil, orange juice) and miscellaneous manufactured foods of 
which the most important are ice cream, canned soups and condiments. 

Expenditure on welfare foods is valued at the net cost to the government plus
the cost to the consumer, in the same way as milk supplied under national 
schemes.

Estimates are available from manufacturers of their production of some types
of infant and invalid foods, canned soups, and ice cream. For the remaining
Items m the group the information is much more limited, depending largely on
material collected during the early post-war years. Consumption o f these items
does not vary much and prices are available from trade price lists and from the 
National Food Survey.

2. Alcoholic drink

The group covers alcoholic drink bought by consumers from retailers and in 
public houses, hotels, restaurants and other commercial catering establishments 
and alcohoUc drink bought by non-profit-making clubs. The drink bought by 
consumers m commercial catering establishments is valued at the prices paid by 
the consumer including any charge for serving it; the alcoholic drink bought by 
clubs should be valued at the prices paid by the clubs but separate information 
on these purchases is not re^larly available and no allowance is therefore made 
for the reduced prices at which the clubs usually buy. As a compensating factor, 
data on the average value of draught beer which is used in the estimates relates 
to prices in public bars and the allowance which is made for the additional 
charges in other bars, restaurants, etc. is probably too small.

Apart from expenditure on cider and perry, the estimates of expenditure on 
alcoholic drink are based on the quantities withdrawn from bond (more precisely, 
on the quantities on which duty is paid) during the quarter multiplied by average 
values. The delay between payment of duty and date of purchase for consumption 
is usually ignored. During this period there may be some building up or running 
down of manufacturers’ or distributors’ stocks out of bond which would, 
incorrectly, be recorded as consumers’ expenditure. However, statistics collected 
by the Board of Trade on the turnover of public houses and off-licences, and on 
changes in the stocks of wine and spirit merchants and off-licences, give an 
indication of any unusual movement in these stocks, for example in anticipation 
of changes in the rates of duty. When it appears that the stocks changes have
been exceptional, the estimates of consumers’ expenditure are adjusted to 
exclude them.

Beer {including ale, stout and lager). The consumption of beer is measured by 
the net quantity of beer, including imported beer, on which duty is paid during 
the quarter, as published in the Monthly Digest o f  Statistics. The price of beer 
varies between districts, between different bars in the same public house, between 
types of beer and according to whether it is sold on draught or in bottle. Par
ticulars of quantities sold, and of average prices, for each category of beer are 
obtained from trade sources and are used to estimate the value of total ex
penditure. Of the total, an allowance which is assumed to be two per cent is 
deducted for expenditure charged to business accounts.

There are several ways in which expenditure on beer might be revalued at 
constant prices. The simplest method is to multiply the number of bulk barrels 
consumed in any year by the average price per bulk barrel in the base year. This
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The average price per pr
hieher than ofspirits sold m bo 
spirits, assumptions must be ®a
Since there is no direct inform 
certainty is introduced into th 
judging how the proportions m 
trends in the turnover of public 1 
of Trade statistics of catering 
by bottle and by glass are based 
for the index of retail prices. C 
portion (taken to be ten per a 
April 1965) is deducted for pure

Expenditure at constant price 
by valuing the quantities sold fc 
average prices in the base year.

Imported wines. Monthly info 
"liich duty is paid is publishe 
Megones: foreign l̂ eâ y wine
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method makes no allowance for changes in quality as measured by the strength 
or average gravity of the beer. Another possibility is to use the standard barrel 
as the unit o f consumption and revalue by using the average price of a standard 
barrel in the base year. This method takes full account o f changes in quality 
but tends to give an unreliable measure o f the change in real expenditure because 
it presupposes that alcoholic content is the sole criterion by which consumers’ 
satisfaction is measured. The method of revaluation which has been adopted is a 
compromise between the two described above. The price index used is based on 
the average of the price indices for a bulk barrel and a standard barrel calculated 
separately for each category. The same general principle is used in compiling 
the index of retail prices

Spirits. The consumption of spirits is obtained by adding retained imports on 
which duty is paid to the net quantity of home produced spirits on which duty is 
paid less the amount used for medical or scientific purposes. Monthly information 
on the quantities of the different types of spirits is given in the Monthly Digest o f  
Statistics. Home consumption of rum and brandy is available separately. 
Consumption of whisky is assumed to correspond to the series for home pro
duced mature spirit, while gin is taken as 95 per cent of immature spirits (home 
produced plus imported).

The average price per proof gallon of spirits sold by the glass is considerably 
, higher than of spirits sold in bottle and, in valuing the quantities o f  each type of 

spirits, assumptions must be made about the proportions sold in these two ways. 
Since there is no direct information on these proportions, an element of un
certainty is introduced into the estimation o f expenditure on spirits, but in 
judging how the proportions may be changing account is taken o f the relative 
trends in the turnover of public houses and of off-licences, as shown in the Board 
of Trade statistics of catering turnover and retail sales. Prices of spirits sold 
by bottle and by glass are based on off-licence lists and on information collected 
for the index of retail prices. Of total expenditure on spirits an arbitrary pro
portion (taken to be ten per cent up to March 1965 and eight per cent from 
April 1965) is deducted for purchases charged to business accounts.

Expenditure at constant prices is obtained for each of the five types of spirits 
by valuing the quantities sold by the bottle and by the glass at their respective 
average prices in the base year.

Imported wines. Monthly information on the quantities of imported wines on 
which duty is paid is published in the Monthly Digest o f  Statistics, for the 
categories: foreign heavy wines, foreign light wines, Commonwealth heavy 
wines. Commonwealth light wines and sparkling wines.

Each category of wine is valued at an average o f prices given in off-licence 
lists, converted to prices per gallon. An addition is made for service charges on 
wine served in bottle in restaurants, and by glass. As in the case of spirits, 
assumptions have to be made about the proportions o f wine sold with and 
without service charges.

Of total expenditure on imported wines, a proportion (assumed to be the same 
as for spirits) is deducted for purchases charged to business accounts.

Expenditure at constant prices is obtained for each category separately by 
valuing the quantity of wine at the average price calculated for the base year.

<20^Meihod o f Construction and Calculation o f  the Index o f Retail Prices, Studies in Official 
Statistics, No. 6, 4th edition 1967.
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British wines. The quantity charged with duty is published in the Monthly 
Digest of Statistics and expenditure is calculated by applying an average price 
to these quantities. Expenditure at constant prices is obtained by valuing the 
quantity of wine at the average price calculated for the base year.

Cider and perry. The production of cider and perry is reported quarterly to 
the Ministry of Agriculture, Fisheries and Food, and expenditure is estimated by 
applying average prices derived from off-licence lists to the quantities produced. 
Expenditure at constant prices is obtained by applying average prices in the 
base year.

3. Tobacco
Quarterly estimates of consumers’ expenditure on home manufactured tobacco 
products (including Cavendish manufactured in bond) are supplied by the trade. 
The quantities of imported tobacco products are obtained from the Trade 
Accounts. Estimates of the average retail prices paid for all tobacco products are 
provided by the trade.

Tobacco bought between 1947 and 1958 under the coupon scheme for old age 
pensioners was valued at its full retail price less the cost of the scheme to the 
government, as obtained from Customs and Excise. An estimate provided 
by the trade of the proportion, by weight, of tobacco consumed by old age 
pensioners in the form of cigarettes was the basis for the allocation of the amount 
to be deducted between cigarettes and pipe tobacco.

Expenditure at constant prices is obtained by valuing sales of the main types 
of cigarette and of other tobacco separately at the average prices of the base year.

4. Housing
This item relates to land and dwellings used by persons for residential or recrea
tional as opposed to business purposes, and land and buildings used by private 
non-profit-making bodies serving persons.

The item consists of three main parts:
rent, including imputed rent of owner-occupiers; 
rates and water charges;
maintenance, repairs and improvements by occupiers.

Nothing is included for persons living in hotels, boarding houses, etc. because 
the rent element of their expenditure is included in expenditure on ‘Catering 
(meals and accommodation)’. Rent for holiday flats, bungalows, caravans, etc. 
is also included in the latter item.

Rent. From 1964 the annual estimates of rent are based on the Family Ex
penditure Survey. They are made up o f:

(i) The rent of rented accommodation, excluding any element of rates, and 
the ground rent paid by owner-occupiers. Since 1964 information has been 
collected in the Family Expenditure Survey on the rateable values of all types 
of dwellings; this has provided a basis for distinguishing the rent element from 
the rates element in payments by tenants to landlords. Additions are made for 
site rents of owner-occupied caravans based on estimates by the National 
Caravan Council of numbers of caravans and special survey information on 
average rents.
(ii) The imputed rent of owner-occupiers. Information collected in the Family 
Expenditure Survey since 1957 on the rateable value of owner-occupied 
dwellings provides a basis for imputing a total rent to owner-occupiers. This
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imputed rent is the rateable value adjusted for changes since the last valuation 
in the general level of rents as shown by the index o f retail prices.
(iii) The imputed rent of rent-free accommodation. The estimates for this item, 
which is included as income in kind, have been derived since 1964 from the 
Family Expenditure Survey in the same way as for the imputed rent of 
owner-occupiers.

A rough addition is made for the rent paid by or imputed to private non-profit- 
making bodies.

The quarterly estimates of rent are mainly based on interpolation o f the annual 
changes in the aggregate rateable value o f domestic property in Great Britain 
to represent quantity changes, and on the rent component of the index o f retail 
prices to allow for price changes.

Rates. From 1964 the annual estimates o f consumers’ expenditure on rates 
are calculated from the statistics o f aggregate rateable values o f  domestic 
property and poundages published in Rates and Rateable Values in England and 
Wales and Rates and Rateable Values in Scotland. Roughly half the total rates 
paid in Northern Ireland, as shown in Northern Ireland Local Authority Rate 
Statistics, are taken to be domestic. An adjustment has been made in the 
estimates from 1966 to take account of the rate rebate for low income households. 
An addition is made for water charges not included in the rate poundages. A  
rough addition is also made for the rates and water charges paid by non-profit- 
making bodies.

Quarterly estimates are based on interpolation and projection o f the annual 
figures o f aggregate rateable value together with interpolation and projection of 
the change in the poundage based on movements in the rates and water charges 
component of the index of retail prices.

For the period 1956 to 1963 estimates o f rent, and o f rates and water charges 
were derived from the Ministry of Labour household expenditure inquiry for 
1953-54 and a Social Survey inquiry for 1955, projected forwards by the figures 
of the aggregate rateable value of domestic property in England and Wales as an 
index of quantity, and the rent, rates and water charges components o f the index 
of retail prices as an index of price. Figures o f aggregate rateable value of 
domestic property were not available for Scotland before 1962 or for England 
and Wales before 1956. Estimates of the stock of dwellings (in numbers) were 
used as an index o f quantity for projecting the results of the 1953-54 and 1955 
household inquiries backwards over the period 1946 to 1955.

These methods produced estimates for 1964 which were much lower than the 
present estimates. The estimates for the years up to 1963 were therefore revised 
upwards, the revisions being gradually tapered down to zero in 1939.

Estimates of rent and rates at constant prices are obtained by projecting the 
base-year figures forwards by an index of the aggregate rateable value of domestic 
property. Quarterly figures are interpolated and projected.

Maintenance, repairs and improvements by occupiers. This covers expenditure 
by tenants and owner-occupiers, including the cost o f materials bought by the 
occupier. The estimates include the purchase of paint, paint brushes, wallpaper 
and other do-it-yourself tools and materials; the purchase and erection costs of 
garages, sheds, greenhouses, etc.; the installation of central heating in existing 
dwellings (but not electric unit plan storage heaters, which are classified under 
‘Radio, electrical and other durable goods’); and contractors’ work on main
tenance, repairs and other improvements. Expenditure on improvements other
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than that assisted by local authority grants is included, even though it might be 
better treated as capital expenditure, because the information available does not 
permit a division between improvements and repairs and maintenance. Ex
penditure by insurance companies on the repair of private dwellings and 
buildings of non-profit-making bodies is included and so are the management 
expenses of insuring these buildings where the premiums are paid by the occu
piers. (For the general treatment of insurance, see item 20 on page 181.)

The estimates for repairs, maintenance and improvements are uncertain; they 
are in general based on the Family Expenditure Survey but account is also taken 
of the statistics of work done on house repairs, covering expenditure by both 
occupiers and landlords, collected by the Ministry of Public Building and Works. 
Information from various sources on the installation of central heating is also 
used. Separate annual estimates are made from the survey of purchases of 
materials and of contractors’ work. Since some expenditures by individual 
households are very big, particularly on contractors’ work, the sampling errors 
of the estimates from the survey have been high, although the increase in the 
size of the sample will reduce them. The changes in expenditure are consequently 
difficult to judge and the figures are subject to considerable revision as longer 
runs of results become available from the survey. A rough addition is made for 
expenditure by non-profit-making bodies on repairs, etc. to their buildings and 
for the expenditure of insurance companies on repairs under consumers’ policies. 
Quarterly figures are interpolated and projected on the basis of the quarterly 
pattern of expenditure shown over several years by the survey.

The estimates are revalued at constant prices by means of the ‘Charges for 
repairs, etc.’ and ‘Materials for home repairs, etc.’ sections of the index of retail 
prices. A rough index has been compiled to allow for changes in the costs of 
central heating installation.

The management expenses of insuring the structure of dwellings, where 
premiums are paid by the occupier, are calculated as follows. The ratio of 
expenses to premiums for fire insurance, taken from the summarised annual 
accounts of insurance companies, is applied to annual estimates of the premiums 
paid by consumers for insuring the structure of dwellings, based on the Family 
Expenditure Survey. A rough addition is made for the buildings of non-profit- 
making bodies. Quarterly figures are interpolated and projected. As no price 
index is available for the costs of managing the insurance, the estimates are 
revalued at constant prices by means of the general consumer price index.
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5. Fuel and light
Consumers’ expenditure on fuel and light covers expenditure on all forms of 
fuel and power used for domestic heating, lighting and power, but not the cost 
of hiring equipment. Most of the material on which the quarterly estimates are 
based is published annually in the Statistical Digest of the Ministry of Power.

Coal. Estimates of consumers’ expenditure in Great Britain are based mainly 
on returns made by coal merchants to the Ministry of Power. The returns give 
details of house coal, anthracite and boiler fuel (other than coke) supplied by 
merchants, mainly to domestic consumers, but they include some disposals to 
shops, offices and other partly or entirely non-residential establishments. These 
disposals are adjusted to the definition of consumers’ expenditure by deducting 
estimates of the non-personal element and adding part of the coal sold to large 
non-industrial establishments to cover such consumers as private non-profit-
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making schools and charitable institutions. Estimates for Northern Ireland are 
based on colliery despatches of house coal to Northern Ireland.

Expenditure on each type of coal, anthracite and boiler fuel is calculated by 
applying estimated average delivered prices to the estimated quantities going to 
consumers. In addition, the full value of all coal supplied free or at reduced prices 
to miners and other colliery employees is included. For national accounts pur
poses, this coal is valued at pithead prices and is included in income in kind.

Consumers’ expenditure on coal is revalued at constant prices by applying 
appropriate average values in the base year to the quantity used by consumers in 
each of the categories of coal, anthracite and boiler fuel (other than coke).

Coke and premium smokeless fuels. Estimates of consumers expenditure in 
Great Britain on these fuels are based upon disposals by merchants, gas works 
and coke ovens to domestic consumers, and include an arbitrary allowance for 
the personal element in supplies of coke to the non-industrial sector. Consumption 
in Northern Ireland is allowed for by adding 2 per cent to the figures for Great 
Britain. Prices are estimated from a sample of quotations for different areas of 
Great Britain. Expenditure at constant prices is obtained by applying the 
average price in the base year to the quantities for each year.

Electricity. From 1948 consumers’ expenditure is taken as sales by the public 
electricity supply to domestic consumers in Great Britain, plus an estimate 
representing the personal element in sales to farms, plus 10 per cent of sales to 
combined domestic and commercial premises plus 1 per cent of sales to non- 
industrial premises. The total so obtained is increased by 1-| per cent to allow for 
consumers in Northern Ireland. Sales are priced according to statistics of average 
revenue per unit for sales to domestic consumers.

Consumers’ expenditure at constant prices is obtained by applying the average 
revenue per unit from domestic sales in the base year to the number of units sold 
to consumers in each year. The estimates of expenditure at constant prices are 
tlius proportional to the number of units of electricity consumed. Under the 
two-part tariffs which are widespread in the electricity industry, the average cost 
to the consumer of a unit of electricity falls as the quantity consumed rises; this 
is reflected in the price index which can be derived by dividing the estimates of 
consumers’ expenditure at current prices by the estimates at constant prices. 
The component of the index of retail prices, on the other hand, is based on 
changes in the prices of fixed quantities of electricity and is thus independent of 
changes in the quantity of electricity consumed. If this index were used to revalue 
consumers’ expenditure on electricity at constant prices, the resulting estimates 
would not be proportional to the number of units of electricity consumed.

Gas. Consumers’ expenditure in Great Britain is taken as sales to domestic 
consumers plus 1 per cent of sales to non-industrial premises. The total for 
Great Britain is increased by U  per cent to allow for consumers’ expenditure in 
Northern Ireland. The average price used is the average revenue per therm 
recorded by the Gas Council for sales to domestic consumers.

Expenditure at constant prices is obtained by applying to the number of therms 
sold the average revenue per therm in the base year. Again two-part tariffs 
are widespread and, as with electricity, the average cost to the consumer of a 
therm of gas under such tariffs falls as his consumption rises.

Other fuels. Estimates of the quantity and value of paraffin, fuel oil and liquid 
gases bought by consumers are provided by a trade source. Expenditure on fuel 
oil and liquid gases at constant prices is obtained by applying to the quantities
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'’f e x p e n d i t u r e  on paraffin at 
constant pnces has also been obtained m this way; up to 1962 the appropriate
section of the index of retail prices was used to revalue the current price^estimates
There are no statistics of expenditure on wood and the figures are guessed - the 
amount involved is thought to be relatively small. ^

6. Clothing

Footwear, This includes all boots, shoes, slippers, etc. but excludes socks and 
stockings (included under Other clothing’), repairs and repair materials.

Other clothing. This includes all kinds of garments, dress materials, millinery 
knitting wool, haberdashery, etc., and an allowance for the making-up of con- 
sumers own materials. It excludes expenditure on repairs and alterations In 
‘W Book the figures are divided between ‘Men’s and boys’ wear’ and

^ ^^Berdashery, etc. is included in the latter.
From 1950 estimates of consumers’ expenditure on clothing and footwear 

are based on monthly statistics of retail sales, which are used to project bench
mark fibres in the way described on page 150. The benchmark estimates are 
derived from the commodity analysis of sales given in the censuses of distri
bution after adding sales direct to the public by manufacturers and wholesalers 
and estimated sdes in Northern Ireland, and after deducting estimated business 
purchases and allowing for some differences in classification between the com
modity analysis of the national accounts and of the census. Adjustments have
been made to bring the estimates for the years before 1950 into line with those 
for later years.

The clothing and footwear component of the index of retail prices provides the 
basic data for revaluing the expenditure at constant prices.

7. Durable goods

This category covers those goods which are relatively costly and which are 
generally available on credit terms. The category has been defined in the light of 
the information available and consequently excludes certain goods which could 
satisfy these criteria, for example expensive crockery and glassware jewellen' 
watches and items of clothing such as fur coats. ’

Motor cars and motor cycles, new and second-hand. Purchases less sales by
consumers of motor cars, motor cycles, three-wheeled motor vehicles motor 
scooters and mopeds.

Estimates from 1962 are based on the Board of Trade inquiries into the 
motor trades. The inquiry for 1962 provided the basis for an estimate of the 
sales in that year of all types of new and used motor vehicles less purchases by 
motor traders of new vehicles from other traders and of used vehicles from all 
sources. This estimate is carried forwards by the results of the Board of Trade 
monthly inquiry into the motor trades. From these figures are deducted the 
estimates which are made for the national accounts of investment in road 
vehicles (capital expenditure by the public sector, by companies and by persons 
on business account). From the resulting estimates of personal expenditure on
motor vehicles are deducted personal exports of motor vehicles which are 
included in the export figures.

Before 1962 the estimates for cars and motor cycles were made separately. 
The estimates of expenditure on cars for the years 1954 to 1961 were made as 
follows. A benchmark estimate of total expenditure on new cars was made for
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the year 1960 from an analysis by make and engine capacity of registrations of 
new cars in Great Britain and from published data on retail prices excluding 
purchase tax, in the benchmark year. This provided estimates for 1960 of the 
Lerage values excluding purchase tax of new cars in broad engine capacity 
ranees and these were applied to quarterly figures of the numbers of new regis
trations for the engine capacity ranges from 1954 onwards. The resulting volume 
series after grossing up to a United Kingdom basis, was converted to an expen
diture series at current prices by means of an index of prices of new cars excluding 
purchase tax. Additions were then made for purchase tax and for delivery 
charges. From these estimates of total expenditure on new cars were deducted 
rough estimates of investment in cars (capital expenditure by the public sector, 
by companies and by persons on business account). Rough additions were made
for dealers’ margins on sales of used cars.

The estimates of capital expenditure were made as follows. Comprehensive 
figures were available o f capital expenditure on road vehicles as a whole; infor
mation was also available on expenditure on buses and rough estimates were 
made of expenditure on other commercial vehicles, based on numbers registered. 
Subtracting expenditure on buses and other commercial vehicles from total 
capital expenditure on road vehicles left, as a residual, an estimate o f capital 
expenditure on cars. These figures covered purchases of new and used vehicles 
less sales of used vehicles. The difference between the estimate o f total purchases 
of new cars and the estimate of capital expenditure on cars therefore represented 
an approximation to purchases of new cars by consumers together with the value 
(other than dealers’ margins) of used cars sold by business to consumers. Rough
additions were made for dealers’ margins.

For the years from 1948 to 1961 the estimates of consumers’ expenditure at 
current and constant prices on new motor cycles, including scooters, mopeds and 
three-wheeled vehicles, were based on production and import data plus esti
mated distributors’ margins and the appropriate purchase tax. An arbitrary 
deduction of 2 per cent was made for business expenditure. Rough additions 
were made for dealers’ margins on sales of used motor cycles.

The current price estimates from 1962 are revalued at constant prices by using 
an overall price index obtained by weighting together separate price indices for 
motor cars, motor cycles, etc., and dealers’ margins on second-hand vehicles. 
The price index for cars is derived from estimates of consumers expenditure at 
current and constant prices obtained by a continuation of the methods used up 
to 1962. For motor cycles and dealers’ margins on second-hand vehicles com
ponents of the index of retail prices are used.

Charges on hire purchase transactions in motor vehicles are excluded from 
consumers’ expenditure. These charges are paid almost entirely to finance 
companies and are treated in the national accounts as interest payments by 
persons, which are a deduction from personal income from rent, dividends and 
net interest (see page 103).

Furniture and floor coverings. Furniture, mattresses and floor coverings.
Radio, electrical and other durable goods. Radio and television sets; record 

players; tape recorders; musical instruments; household appliances such as 
electric and gas fires, electric unit plan storage heaters, paraffin heaters, washing 
machines, cookers, refrigerators, vacuum cleaners, sewing machines, lawn 
mowers; perambulators; and pedal cycles. Separate estimates of expenditure on 
pedal cycles are given in the notes at the end of the Blue Book. Expenditure on
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renting such goods is excluded; rent of radio and television sets is included in 
‘Entertainment and recreational services’ and of domestic appliances in ‘Other 
services’. Expenditure on repairs of all these goods is included in ‘Other services’.

From 1950 estimates of consumers’ expenditure on these items are based ori 
monthly statistics of retail sales, projecting forwards benchmark figures from 
the censuses of distribution in the same way as for clothing. Fairly extensive 
adjustments have to be made to the census headings corresponding to the group 
‘Radio, electrical and other durable goods’, to bring the census headings into 
line with the national accounts classification. The relevant census headings are; 
electrical appliances, etc.; radio and television sets, etc.; cycles and cycle acces
sories; perambulators; and gas appliances. Additions are made for estimated 
sales of paraffin heaters, lawn mowers and sewing machines, and deductions for 
estimated sales of gramophone records, cycle accessories and minor electrical goods.

The estimates before 1950 were based on other sources and were originally 
made on a different commodity classification. Adjustments have had to be 
made, some of which are rather uncertain, to bring the estimates into line with 
the present classification and to make them consistent with those for later years.

The estimates are revalued at constant prices by means of appropriate items 
from the household durable goods component of the index of retail prices.

8. Other household goods
Household textiles, soft furnishings. Comprises soft bedding (blankets, sheets, 

pillows), cushions, furnishing fabrics, and household textiles.
Hardware. Comprises hardware, pottery, glassware, cutlery, minor radio and 

electrical goods, and cycle accessories.
The estimates for these two categories are based on monthly statistics of retail 

sales, projecting forwards benchmark figures from the censuses of distribution 
in the same way as for clothing.

The adjustments which have to be made to the benchmark figures to allow for 
differences of classification between the commodity analyses of the national 
accounts and of the census are more extensive for hardware than for other 
items based on retail sales. Deductions, some of which are uncertain, have to 
be made from the census figures for sales by hardware shops of the following 
goods: gas appliances, lawn mowers, paraffin and paraffin heaters, builders’ and 
decorators’ supplies, household cleaning materials, paint, wallpaper, and other 
do-it-yourself tools and materials; and additions have to be made for minor 
electrical goods and cycle accessories. Moreover, the indicators for projecting 
forwards the benchmark figures for hardware, based mainly on sales by specialist 
hardware shops and the hardware departments of department stores, are not 
very satisfactory, both because the sales figures do not correspond very closely 
to the national accounts category and because of the difficulty of allowing for 
changes in the sales of hardware by general stores. An adjustment is, however, 
made to the indicators in order to exclude sales of paraffin by hardware shops. 
The estimates for hardware are therefore not considered sufficiently reliable to 
be shown separately in the main Blue Book tables on consumers’ expenditure. 
However, it is recognised that for certain purposes it is important to have 
separate estimates even though they are subject to rather wide margins of error 
and the estimates are given separately in the notes at the end of the Blue Book.

The estimates before 1950 were based on other sources and were originally 
made on a different commodity classification. Adjustments have had to be
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made some of which are rather uncertain, to bring the estimates into line with 
the present classification and to make them consistent with those for later years.

The estimates are revalued at constant prices mainly by items from the 
household durable goods component of the index of retail prices.

Matches. The quantities of home produced and imported matches charged 
with duty are published in the Monthly Digest o f  Statistics. These quantities are 
multiplied by the estimated average value in the base year to produce a value 
series at constant prices. This in turn is converted to current prices by the 
matches component of the index of retail prices. A deduction of 10 per cent is 
made to allow for expenditure by public authorities and business concerns. The 
estimates are given separately in the notes at the end of the Blue Book.

Soap and other cleaning materials. This group includes hard, soft and toilet 
soap, soap and detergent powders and flakes, scourers, polishes, soda, disin
fectants, etc. Car cleaning materials are in principle classified under ‘Running 
costs of motor vehicles’ but some expenditure on these materials is likely to be
included in these estimates.

From 1957 the estimates of expenditure are based on the Family Expenditure 
Survey. Before 1957 the estimates were based on production data and other 
information supplied by the trade. The general level o f these estimates has been 
adjusted slightly to make them consistent with the estimates for later years.

Separate estimates are made for (i) soap and soapless detergents and (ii) 
other cleaning materials, which are separately revalued at constant prices by 
items from the miscellaneous goods component of the index of retail prices.

ased on m onthly statistics of retail 
from  the censuses o f distribution

9. Books, newspapers and magazines
Books. Estimates of consumers’ expenditure are based on quarterly trade 

estimates of the value of sales by book publishers to the home market, including 
books published by H.M. Stationery Office. An addition for the value of im
ported books is based on import statistics. An estimated distributors’ mark-up 
is applied, but no allowance is made for changes in stocks. An arbitrary deduc
tion of two per cent is made for business purchases. Deductions for expenditure 
by maintained schools are based on information for England and Wales pub
lished in Education Statistics^^^  ̂with an approximate allowance for expenditure 
in Scotland based on numbers of pupils. Deductions for expenditure by public 
libraries have been based from 1962/63 on information for England and Wales 
published in Public Library Statistics^^^\ and before 1962/63 on information 
from the Library Association published in the Annual Abstract o f  Statistics.

The estimates are revalued at constant prices by the books component of the 
index of retail prices.

Newspapers. Estimates of expenditure are made separately for the following 
nine types of newspapers: (i) national morning; (ii) national evening; (iii) 
national Sunday; (iv) other national weekly; (v) provincial morning; (vi) pro
vincial evening; (vii) provincial Sunday; (viii) other provincial weekly; (ix) all 
others. The estimates are calculated from figures of circulation per issue and 
prices now given half-yearly in British Rate and Data. The figures are assumed 
to apply throughout the half-year, but where information is available from other 
sources on changes in price within the half-year these are allowed for. In the

‘21’Published by the Institute of Municipal Treasurers and Accountants and Society of County 
Treasurers.
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170 The personal sector

first seven categories expenditure is calculated quarterly by multiplying together 
the circulation per issue, the number of issues per quarter and the price of every 
recorded newspaper. Account is taken of newspapers starting or ceasing publi
cation. Expenditure on (viii), other provincial weekly newspapers, is based on a 
benchmark estimate projected forwards by changes in the circulation and prices 
of a sample of this type of newspaper. The estimates for (ix), all other news
papers, are based on a benchmark estimate projected forwards by changes in the 
estimates for categories (v) to (viii). All estimates for current quarters have to be
projected forwards provisionally on the basis of past trends until information 
from British Rate and Data becomes available.

It IS assumed that purchases of newspapers by public authorities and business 
firms are balanced by purchases of technical papers by the personal sector This 
IS an arbitrary assumption for which there is no statistical evidence.

In estimating expenditure at constant prices, the base-year estimate of expen
diture on each of the nine types of newspaper is projected forwards by the total 
circulation of that type of newspaper.

Magazines. All periodicals other than newspapers. Miscellaneous publications 
such as HMSO papers, maps and time-tables are also included.

Estimates are made separately for (i) children’s comics and magazines; (ii) 
women’s weekly mag^ines; (iii) women’s monthly magazines; (iv) other 
magazines, subdivided into about eight categories according to the number of 
issues per year; (v) miscellaneous publications.

Figures of circulation per issue of children’s comics and magazines are pro
vided half-yearly by the publishers. Figures of circulation per issue of women’s 
and other magazines are given annually in Flanan's Press Guide. Prices are taken 
from Willing's Press Guide. The figures of circulation per issue and of price are 
interpolated for the quarters of the year on a smooth trend. Expenditure is 
calculated quarterly by multiplying together the estimated circulation per issue, 
the number of issues per quarter and the estimated price of every recorded 
magazine. A rough addition is made for expenditure on miscellaneous publi
cations. Estimates for current quarters are projected forwards provisionally on
the basis of past trends until information from press guides and the trade 
becomes available.

In revaluing expenditure at constant prices the base-year estimate of expen
diture on each of the categories of magazine is projected forwards by the total 
circulation of this category.

10. Chemists' goods
This group comprises expenditure on drugs, medicines and medical goods, 
toilet requisites and toilet preparations (excluding toilet soap but including cos
metics). It excludes drugs, etc. supplied under the national health service, 
whether or not these are paid for in part by consumers. Payments by consumers 
for national health service prescriptions are classified under ‘Other services’.

The estimates are based on monthly statistics of retail sales, projecting bench
mark figures from the censuses of distribution. Additions to the benchmark 
census figures are made for sales of chemists’ goods by service trades such as 
hairdressers and by manufacturers and wholesalers direct to the public. Addi
tions are also made for private purchases of spectacles, surgical appliances, etc. 
and for sales in Northern Ireland. Deductions are made for sales of toilet soap, 
for chemists’ receipts under the national health service and for sales to businesses.

0*'

’ receipt

S a t e s  o f  reta;ns»sl'8r,esar£r«'"

delivery

onH Other busme:
M itra c ts fe  new c a r a v ^ B  

as au indicator o f quarto
the last annual estimate,

■ the number of caravans a ttn b u t
in the base year. Estimates o f ^
caravans are included under 0 l

apenditure on yachts an d  fa 
estimates. Nothing is included S] 
boats are bought from  retailen 
ftill be included within the estii

of rptflil mIm. Ftti
ftill be inciufleo wiinm m e esm  
statistics of retail sales. E ipendi 
ment, apart from gram ophone: 
sales, projecting benchmmk figi
of expenditure on photographic 
toys/"'''*-
ui cspcnuiiure on pnoiograpm c 
toys, sports goods and leather g.

: for toys, sports goods and  leatht 
‘Other miscellaneous goods’. F t
quarterly figores o f mamifacturei
and purchase ' “; Pirthase ta i. Expenditure 

! fro

-g-<.v*uvu elsewĥ i
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Chemists’ receipts under the national health service are included in the unadjusted 
census figures but excluded from the monthly statistics of retail sales.

The estimates are revalued at constant prices using a combination of selected 
components of the index of retail prices.

11. Miscellaneous recreational goods
This group consists of three main parts: (i) miscellaneous recreational equip
ment; (ii) horticultural goods; and (iii) domestic pets.

(i) Miscellaneous recreational equipment. Caravans, yachts, boats, gramophone 
records, toys and sports goods, photographic and non-medical optical goods 
including developing and printing of film, miscellaneous goods connected with 
arts, crafts and hobbies, not specified elsewhere.

Total expenditure on new caravans is calculated annually from the numbers 
produced for the home market multiplied by their estimated average retail value 
including delivery charges; no adjustment is made for changes in distributors’ 
stocks. Half of this total is attributed to consumers and half to commercial 
caravan parks and other business users. The quarterly number of hire purchase 
contracts for new caravans compiled by Hire Purchase Information Limited is 
used as an indicator of quarterly changes within the year and of changes since 
the last annual estimate. Expenditure at constant prices is obtained by multiplying 

. the number of caravans attributed to consumers by the estimated average value 
in the base year. Estimates of purchases less sales by consumers of second-hand 
caravans are included under ‘Other services’.

Expenditure on yachts and boats is not yet satisfactorily represented in the 
estimates. Nothing is included specifically at present; but in so far as yachts and 
boats are bought from retailers and classified as recreational equipment they 
will be included within the estimates based on the censuses of distribution and 
statistics of retail sales. Expenditure on other miscellaneous recreational equip
ment, apart from gramophone records, is based on monthly statistics of retail 
sales, projecting benchmark figures from the censuses of distribution consisting 
of expenditure on photographic goods plus half the estimate of expenditure on 
toys, sports goods and leather goods. The remaining half of the census estimate 
for toys, sports goods and leather goods is regarded as coming within the group 
‘Other miscellaneous goods*. For gramophone records, estimates are based on 
quarterly figures of manufacturers’ sales adjusted for wholesale and retail margins 
and purchase tax. Expenditure is revalued at constant prices by means of 
appropriate indices obtained from the components of the index of retail prices.

(ii) Horticultural goods. Flowers, seeds, plants, etc. and miscellaneous garden 
equipment not specified elsewhere.

The annual estimates are based on the Family Expenditure Survey and on 
statistics of imports and home output of flowers, bulbs and seeds. Quarterly 
figures are interpolated and projected.

Expenditure is revalued at constant prices by means of a rough index of 
average values of various types of horticultural products which is specially 
compiled.

(iii) Domestic pets. Purchase and upkeep of domestic pets of all kinds, domestic 
poultry, racing and riding horses; pet foods; veterinary goods and services; dog 
and gun licences.

The most important component of this group is pet foods. A benchmark 
estimate for prepared pet foods derived from the census of production is pro-

4
. i

I V.

r

I

i f '

/



f y

V .

\i

<• •

.••n'

■m VK*
' - • • i »

2fi • \i

-ic
t;V v4;̂ WP-

1̂. »' r-•• 1-k.
,«>t-

[̂ \fr-\(* »

‘V.':-ji

r ►

I/'

Mi!

• I

^ W f
-  v l

^  w

172 The personal sector IT

'S e x -

> r c ^ . i ; e r p * '^ ,

jected forwards annually by a volume index based on production data and a 
price index consisting of the ‘Food for animals’ component of the index of 
retail prices. An allowance is added for bird seed and other foods. Quarterly 
figures are interpolated. The estimates are broadly consistent with the results of 
the Family Expenditure Survey although, because of wide variations in expen
diture on pet foods between households, the sampling errors of the survey are 
high for this item. Expenditure at constant prices is obtained by projectine
forwards the estimate for the base year by the index of volume. I jj ^ ' " 7 '

With the exception of dog and gun licences (for which figures of receipts are I f  able IreM- ̂
available) there is little reliable information for the rest of the group. Account is • «i r r f s  m driving
taken of the results of the Family Expenditure Survey in estimating expenditure 
on the remainder, but the sampling errors of the survey for these items are high
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12. Other miscellaneous goods
Stationery and writing equipment, paper goods, umbrellas and walking sticks 
handbags and purses, etc., travel goods, clocks and watches, jewellery, pen
knives, smokers’ requisites, pictures, frames, vases and miscellaneous fancy or 
ornamental articles for personal or domestic use.

The quarterly estimates for this group are based on statistics of retail sales 
projecting benchmark figures from the censuses of distribution consisting of 
estimates of sales of jewellery, stationery and half of the sales of toys, sports 
goods and leather goods. Expenditure at constant prices is obtained by deflating 
the current price series using information about the price movements of fancy 
goods, stationery and jewellery.

IS. Running costs o f motor vehicles
This group comprises (i) petrol and oil, (ii) maintenance, repairs, spare parts and 
accessories, (iii) garage rents, (iv) motor vehicle insurance, (v) motor vehicle 
and driving licences, (vi) driving lessons, (vii) Ministry of Transport driving tests, 
and (viii) Ministry of Transport tests of roadworthiness.

(i) Petrol and oil Quarterly figures of the price, quantity and value of oil and 
of the various grades of petrol used for private motoring are provided by the 
trade. Expenditure at constant prices is obtained by applying the average price in 
the base year to the quantity of oil and of each grade of petrol.

(ii) Maintenance, repairs, spare parts and accessories. This group includes the 
expenditure of insurance companies on repairs under consumers’ policies. A 
benchmark estimate of consumers’ expenditure on the group, for which there is 
little reliable data, is projected forwards by the estimated quantity of petrol 
bought by consumers as an index of volume, and by the ‘Maintenance of motor 
vehicles’ section of the index of retail prices as an index of price. Expenditure at 
constant prices consists of the estimate for the base year projected by the index 
of volume.

(iii) Garage rents. Estimates are based annually on the results of the Family 
Expenditure Survey. Quarterly figures are interpolated and projected.

(iv) Motor vehicle insurance. This comprises the management expenses of 
insuring consumers’ motor vehicles. (For the general treatment of insurance, 
see item 20 on page 181.) The ratio of expenses to premiums for insuring 
motor vehicles of all kinds, taken from the summarised annual accounts of 
insurance companies, is applied to annual estimates of the premiums paid by 
consumers, based on the Family Expenditure Survey. Quarterly figures are
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interpolated and projected. As no price index is available for the costs of managing 
the insurance, the estimates are revalued at constant prices by means of the 
general consumer price index.

(v) Motor vehicle and driving licences. Estimates of consumers expenditure 
on motor car and motor cycle licences are based annually on the Family Expen
diture Survey and interpolated quarterly on the basis of Ministry of Transport 
returns of total receipts by licensing authorities for motor car and motor cycle 
licences. Figures of receipts in Great Britain for driving licences are also avail
able quarterly from the Ministry of Transport and additions are made for 
receipts in Northern Ireland. Ail of these are taken to be personal. Expenditure 
on motor vehicle and driving licences is revalued at constant prices by means of 
index numbers compiled from changes in the licensing rates.

(vi) Driving lessons. A benchmark estimate based on information supplied by 
the Motor Schools Association of the number of pupils attending driving schools 
is projected backwards and forwards by an index of the number of people taking 
driving tests in order to obtain estimates of the number of pupils attending 
driving schools each year. Expenditure at current or constant prices is obtained 
by multiplying together the estimated number of pupils, the estimated average 
number of hours of tuition per pupil and the estimated average current or base- 
year cost per hour of tuition. Quarterly figures are interpolated and projected 
with an adjustment when exceptional weather conditions have occurred.

(vii) Driving test fees. Figures of receipts of driving test fees are available 
annually from the Ministry of Transport. All of these receipts are taken to be 
from persons. Quarterly estimates are interpolated and projected. Expenditure 
is revalued at constant prices by an index of the changes in test fees.

(viii) Ministry o f Transport tests o f roadworthiness. Quarterly figures of the 
number of initial tests carried out and the number of cars which failed the test 
are provided by the Ministry of Transport. Expenditure at current prices is 
obtained by multiplying (a) the number of cars tested by the cost of the test, 
(b) the number of cars which passed the test by the cost of the Ministry of 
Transport certificate, and (c) the estimated number which are re-tested by the 
estimated average cost of re-testing and the cost of the certificate. At present all 
the expenditure is assumed to be personal because newer cars do not have to be 
tested and business expenditure is thought to be small. In estimating expenditure 
at constant prices, the number of cars tested is multiplied by charges in the 
base year.

14. Travel
Rail. The estimates of consumers’ expenditure on rail travel are based annually 

and quarterly on figures of passenger receipts by the British Railways Board and 
London Transport Board. Additions are made for travel in Northern Ireland, and 
deductions based on the National Travel Survey of the Ministry of Transport are 
made for public authorities’ and business expenditure.

Receipts for each of the main fare categories on British Rail and London 
Transport railways are revalued at constant prices by indices of estimated average 
receipts per passenger mile. The resulting estimates at constant prices are thus 
proportional to the estimates of passenger miles travelled in each of the fare 
categories.

Bus, coach and tram. Expenditure on these forms of travel is taken from 
annual and quarterly statistics of passenger receipts compiled by the Ministry
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of Transport and published in the Monthly Digest o f  Statistics. To the figures 
as published, which relate to Great Britain, 2 per cent is added for expenditure in 
Northern Ireland and an arbitrary allowance of 3 per cent is deducted for public 
authorities’ and business expenditure.

Expenditure is revalued at constant prices separately for travel by London 
Transport, local authorities’ transport and other road operators’ transport. 
The corresponding index numbers o f the average level of fares on bus and coach 
services are used, as prepared by the Ministry o f Transport and published in 
Passenger Transport in Great Britain.

Other travel. This consists o f travel by (i) taxis and private hire, including 
contract hire, cars; (ii) air; (iii) sea; and (iv) car ferries.

(i) Taxis and private hire cars. A benchmark estimate of consumers’ expendi
ture on taxis and cars hired with driver has been made for 1964, based on the 
results of the National Travel Survey. This estimate is projected backwards and 
forwards on a smooth trend broadly in line with changes in the number of taxis 
licensed to give estimates of expenditure at constant prices. These estimates are 
revalued at current prices by means o f  the implied consumer price index for 
expenditure on the running costs o f motor vehicles. Expenditure on the hire of 
self-drive cars is still largely guessed before 1961. Subsequently, the results o f the 
Family Expenditure Survey form the basis o f the estimates at current prices. 
These current price estimates are also revalued at constant prices by the price 
index for the running costs o f motor vehicles. Quarterly figures are interpolated 
and projected.

(ii) Air. Estimates from 1964 of quarterly expenditure on travel (including 
emigration) by air between the United Kingdom and places abroad other than 
the Irish Republic are based on the results o f the Board of Trade International 
Passenger Survey. Expenditure is revalued at constant prices by means o f an 
index o f average fares based on the average revenue per passenger mile of British 
European Airways and British Overseas Airways Corporation.

For years before 1964 annual expenditure (excluding emigration) has been 
calculated from estimates o f the number of residents returning to the United 
Kingdom from visits abroad, the average length o f journey, and average fare per 
passenger mile, using as a benchmark the figures for 1964 based on the Inter
national Passenger Survey. For 1962 and 1963 the numbers o f United Kingdom 
residents returning from non-business visits abroad have been derived from the 
Board o f Trade International Passenger Survey. For earlier years it has been 
assumed that some two-thirds o f the numbers on European routes and one-third 
of the numbers on other routes were United Kingdom residents travelling for 
personal reasons. Rough estimates o f the average length o f journey on European 
and non-European air routes were made from the total number of passenger 
journeys (whether by residents or non-residents), classified broadly according to  
country o f embarkation. The average fare per passenger mile o f journeys on 
European routes was taken to be equivalent to that for journeys by BEA; for 
journeys outside Europe the average BOAC fare was taken. Expenditure by 
emigrants before 1964 has been calculated from numbers, as shown in the annual 
reports o f the Overseas Migration Board, multiplied by average fares on inter
national services derived from the accounts of BOAC and BEA. Estimates of 
expenditure have been revalued at constant prices by using the average fares per 
passenger mile for the base year instead of those for the current year.
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Expenditure on travel by air between the United Kingdom and the Irish 
Republic is calculated annually from the number of visits, the average length o f  
iouraey and the average fare per passenger mile. The total number o f non
business visitors arriving in the Irish Republic from the United Kingdom is taken 
from statistics published annually in the Irish Trade Journal. The average length 
of journey is calculated from statistics o f air travel between Dublin and the 
United Kingdom given in the Irish Statistical Abstract and the BEA average fare 
per passenger mile is applied. Quarterly figures are interpolated on the basis of 
the total passenger movement by air between the United Kingdom and Ireland. 
Expenditure at constant prices is estimated by using the average fare per 
passenger mile in the base year instead o f that in the current year.

Expenditure on air travel within the United Kingdom, including travel 
between Great Britain and Northern Ireland, the Isle o f Man and the Channel 
Islands, is obtained annually by applying the BEA average fare per passenger 
mile on domestic services to total passenger miles on domestic services as 
published in the Monthly Digest o f  Statistics. About 40 per cent o f this expen
diture is taken to be personal. Quarterly figures are interpolated. Expenditure 
at constant prices is obtained by applying the rates in the base year to the esti
mated passenger miles flown.

(iii) Sea. The annual estimates of expenditure on travel to E urope^  countries 
and local journeys are based on passenger receipts o f  ships owned by the British 
Railways Board together with an adjustment for United Kingdom residents 
travelling on other shipping lines to the Continent and for business travel. This 
adjustment is based on a comparison for 1965 between numbers travelling by 
British Rail ships and estimates from the International Passenger Survey o f the 
numbers o f United Kingdom residents travelling on the short sea routes for 
purposes other than business. Local journeys include travel between Great Britain 
and Northern Ireland, the Irish Republic, the Isle o f  Man, the Isle o f  Wight and 
the Channel Islands. Quarterly figures are interpolated on the basis o f  numbers o f  
United Kingdom residents travelling on the short sea routes for non-business 
reasons as recorded by the International Passenger Survey. Expenditure at 
constant prices is obtained by deflating the current price estimates by an average 
fare index derived from British Railways Board statistics o f  passenger receipts 
and passenger journeys.

For the long sea routes information was available up to 1959, from detailed 
ships’ manifests required under the Merchant Shipping Acts, on the number of 
journeys by United Kingdom residents and emigrants analysed by class o f fare 
and route. Detailed estimates o f expenditure at current and constant prices were 
built up by combining the number o f journeys with estimated average fares 
derived from shipping companies’ leaflets. Expenditure by United Kingdom  
residents and by emigrants were calculated separately. In 1960 the ships’ mani
fests were simplified and supplemented by a card system for recording infor
mation about United Kingdom and Commonwealth passengers. These cards 
did not yield information in sufficient detail to enable the earlier system of 
estimating expenditure to be continued. Consequently for the years 1960 to 1963 
the estimates o f expenditure at constant prices were derived by projecting the 
1959 estimates o f expenditure by United Kingdom residents and emigrants by the 
total number of journeys in each category. The resulting series was converted to a 
series at current prices by means o f a weighted index o f fares, the weights being 
based on the detailed information for 1959.

, i

■

4' .

i
/ X

S'



■ >

iKi

■Vi’*
• .»

t̂;•i*i ,»T>*•
Ll U'

V.

?jv:

r>. 11

iO
— j'

176 The personal sector

Following the amendment o f the merchant shipping regulations, sea cards 
were not required for Commonwealth citizens travelling on the long’sea routes 
so that after 1963 statistics which distinguished United Kingdom residents and 
emigrants from other travellers were no longer available. From 1964 onwards, 
therefore, the number of journeys is taken as twice the number of United King
dom residents returning from non-business trips abroad on the long sea routes 
as recorded quarterly in the International Passenger Survey. Numbers of 
emigrants are provided annually by the General Register Office. In calculating 
the index of fares used to convert the volume series to current prices, the weights
for the major routes are now based on the numbers of travellers and emigrants 
in the current year.

The proportion of expenditure by United Kingdom residents travelling on the 
long sea routes which is assumed to be personal has been progressively increased 
from 25 per cent in the immediate post-war years to 60 per cent at present on the 
basis of information derived from the International Passenger Survey on purpose 
and place of visit. All expenditure by emigrants is taken to be personal. Quarterly 
figures are interpolated and projected.

Expenditure on day trips is calculated quarterly by multiplying numbers of 
passengers (estimated from Board of Trade statistics of ‘no passport’ excursions) 
by average fares, based on British Railways Board and shipping companies’ 
leaflets. Expenditure at constant prices is calculated by multiplying the number 
of passengers by the average fare in the base year.

The quarterly estimates o f expenditure on pleasure cruises are calculated by 
multiplying the numbers o f passengers travelbng on cruises, wliich are provided 
by the Board of Trade, by estimated average fares, which are based on shipping 
companies’ leaflets. Expenditure at constant prices is calculated by multiplying 
the numbers o f passengers by the average fare in the base year. AU expenditure 
on pleasure cruises is assumed to be personal.

(iv) Car ferries. This item covers the transport o f accompanied cars by rail, sea and 
air, internally and to other countries. A llof the expenditure is taken to be personal.

Estimates of expenditure on internal rail ferries are based on statistics provided 
by the British Railways Board of numbers of cars carried and total receipts 
from these services. Of the total, half is assumed to relate to the cost of trans
porting cars as distinct from the fares o f the occupants which are included with 
rail travel. The estimates are revalued at constant prices by multiplying the 
number of cars carried by the average cost of transport in the base year.

The numbers o f cars transported on sea routes to and from the Continent are 
provided annually by Customs and Excise. An estimate o f cars owned by 
non-residents, assumed to be a quarter of the total number departing, is deducted. 
The average fares are based on statistics, provided by the British Railways Board, 
of the numbers of accompanied cars and receipts on British Rail’s Continental 
sea services. Estimates for other sea routes (Northern Ireland, Irish Republic, 
Isle o f Wight, Channel Islands, etc.) are based on annual figures provided by the 
British Railways Board o f their receipts for accompanied cars. The estimates for 
Continental and other sea routes are both revalued at constant prices by means 
of an index o f the average fares on British Rail’s Continental sea services.

Annual expenditure on air ferries at current and constant prices is estimated 
by combining figures of the volume of traffic in ton miles provided by the 
Board of Trade with estimates of the average fares per ton mile.

Quarterly figures for car ferries are interpolated and projected.
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15. Communication services
Postal. Postage on correspondence and parcels and the poundage on postal 

and money orders.
Estimates of the volume o f traffic and o f total expenditure at current and 

constant prices are made quarterly by the Post Office for the three main cate
gories o f postal services, namely correspondence, parcels and remittance services. 
Estimates o f the number o f parcels and the average postage per parcel are 
made on the basis of a sample which in 1967 comprised 0-2  per cent of traffic. 
Total expenditure on parcel post is calculated from the number o f parcels 
multiplied by the average postage per parcel. The total poundage on money and 
postal orders is obtained as part o f the routine accounting system. Expenditure 
on correspondence is arrived at by deducting expenditure on parcels and 
remittance services from total postal receipts. On the basis o f  sample surveys this 
is further divided between registration fees, recorded delivery service, pools 
correspondence, postcards, newspapers and samples, printed papers, and letters. 
Broad assumptions are made about the percentage o f  total expenditure which 
is personal for each of the three main categories o f postal services. These per
centages are, however, subject to a margin o f  error.

Expenditure at constant prices on parcels is obtained by applying the average 
postage per parcel in the base year to the estimates o f the volume o f traffic. 
Expenditure on remittance services is obtained by multiplying the totM poundage 
by the ratio of average poundage in the base year to average poundage in the 
current year. Expenditure on correspondence is revalued at constant prices by 
means o f an index o f the average expenditure per item for each type o f  
correspondence.

Telephone and telegraph. Telephone charges, telegrams and cablegrams.
Estimates of expenditure on telephone rentals and calls at current and con

stant prices are prepared quarterly by the Post Office. A quarterly record o f  
telephone subscribers classified by the Post Office into residence rate subscribers 
and business rate subscribers forms the basis o f the allocation between personal 
and business expenditure. It is not known to what extent rentals o f  telephones 
installed in private residences and calls made from them may be part o f  business 
expenditure and no deduction is made. It is assumed that all calls made from 
public call boxes are personal although it is realised that a small, though unknown, 
number are business calls.

For those subscribers without STD (subscriber trunk dialling) facilities the 
number o f local calls per subscriber is estimated from a sample analysis of 
telephone accounts, and the number o f trunk calls and their average value from a 
sample analysis of operator-controlled trunk calls. Since 1962, when STD 
facilities started to become generally available to private subscribers, the total 
number of STD call units per subscriber, covering both trunk and local calls, 
has been estimated from a sample o f telephone accounts. A  call unit is an 
accounting unit valued in 1967 at 2d. From this information—on the number o f  
subscribers, the number of calls or call units per subscriber, the rental and call 
c h a r g e s t h e  receipts from public call boxes—estimates of consumers’ expen
diture at current prices are calculated. These are converted to constant prices by 
dividing by current-weighted price indices.

Counts of telegrams are available quarterly and continuous sampling o f the 
traffic since 1956 makes possible an analysis o f  its main characteristics. In parti
cular an allocation between personal and business traffic can be made. The
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average price o f a telegram, also derived from the sample o f traffic, is then 
applied to the numbers to give estimates o f consumers’ expenditure at current 
prices. Prior to 1956, periodic samples were used as a basis for estimates of 
consumers’ expenditure. Consumers’ expenditure at constant prices is obtained 
by deflating the current price estimates by a price index of telegram tariffs.

75. Entertainment and recreational services
Cinema. Admissions to cinemas.
Figures o f box office takings by cinemas in Great Britain have been compiled 

quarterly by the Board o f Trade since 1950. After adding two per cent for takings 
in Northern Ireland, these provide the figures of consumers’ expenditure on 
cinema admissions. The estimates are revalued at constant prices by the 
‘Admission to cinemas’ component o f the index o f retail prices.

Other. This item consists of four parts: (i) other admissions and recreational 
services, (ii) renting o f television and radio sets, (iii) relay of vision and sound, 
and (iv) television and radio licences.

(i) Other admissions and recreational services. That is, admissions to theatres, 
concert halls, sporting events, dance halls, skating rinks, exhibitions, and all 
other places o f public amusement; hire o f horses, pleasure boats; and other 
recreational services.

From 1957 annual estimates are based on the results of the Family Expendi
ture Survey. The estimates are not derived quarter by quarter from the survey 
because o f sampling fluctuations but the annual estimates are broken down 
according to the quarterly pattern of expenditure shown over several years by 
the survey. Figures for the latest quarters are projected provisionally.

Before 1957 the estimates were based on tax receipts for the forms of enter
tainment which bore tax but there was little information on which to base the 
estimates for other amusements, which were largely guessed.

The estimates are revalued at constant prices by items from the ‘Other enter
tainment’ section of the index of retail prices.

(ii) Renting o f  television and radio sets. A benchmark estimate from the censuses 
of distribution is projected forwards quarterly by figures of the numbers of sets 
hired out as an index o f volume, and by the television set rental component of 
the index of retail prices as an index of price. Information on the number of sets 
hired out by specialist rental companies is collected by the Board of Trade. 
Expenditure at constant prices consists o f the base year estimate projected for
wards by the index of volume. The purchase o f television and radio sets for hiring 
out is part o f gross domestic fixed capital formation by the rental businesses.

(iii) Relay o f  sound and vision. A  benchmark estimate of expenditure on the 
wired relay of sound and vision, based on Post Office records of the number of 
subscribers multiplied by an estimated average subscription, is projected forwards 
quarterly by figures of the numbers of subscribers as an index of volume, and 
by an estimated index of price. Information on the number of subscribers to 
specialist relay companies is collected by the Board of Trade. Expenditure at 
constant prices consists of the base year estimate projected forwards by the 
index of volume.

(iv) Radio and television licences. Figures of receipts for radio and for tele
vision licences are available quarterly from the Post Office; they are revalued at 
constant prices by indices of the licence rates.

It ditur'

It f

® in non-co»® «

re oD

(llfl

•  \

(v) accommodati 
caravan and camping sites. 
Included in the estim ates; 

cost to employers o f meals ] 
accommodation provided fn 
items, together n ith  the net C( 
(treated as grants to  persons) 
e-vpenditure account. Expenr 
authorities, for example in  1 
schools and homes for the as 
»4onfc’ cmeat apenfa 

Estmates from w m

diture in Su
valne offe '

<T

= _  m  ■

CO

I I

\



■'fe used .

apri  ̂ !? '" 'a u tu I> '« o f

then
I

i* “’’•aiaed

The personal sector 179

'̂ Sramtarî
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J7, Domestic service
This includes expenditure on the wages, in cash and kind, national insurance 
contributions and selective employment tax for indoor and outdoor private 
domestic servants. It excludes expenditure ranking as business expenses, for 
example by doctors and dentists, and pocket money paid to au pair girls.

The figure included in consumers’ expenditure corresponds to the estimate of 
domestic serv'ants’ income incorporated in total personal income, except for 
selective employment tax. A description o f the estimate o f income is given ori 
page 140. Expenditure at constant prices is estimated by applying estimated 
average earnings in the base year to the estimates o f numbers employed.

18. Catering {meals and accommodation)
This group comprises meals and accommodation in commercial establishments 
and meals, but not accommodation, in non-commercial establishments. Accom
modation in non-commercial establishments is included in the rent paid by, or 
imputed to, private non-profit-making bodies (under ‘Rent, rates and water 
charges’). Expenditure on alcoholic drink in these establishments is excluded but
expenditure on other drinks is included.

The group covers personal expenditure on :
(i) meals and accommodation in hotels, holiday camps, boarding houses, 
restaurants (including those in retail shops), cafes, fish and chip shops, clubs, 
and canteens whether operated individually (for example by industrial firms)
or by catering contractors;
(ii) meals in maintained schools;
(iii) school milk;
(iv) meals and accommodation in profit-making schools and, for staff only, in 
national hedth service hospitals; but meals only in universities and other 
non-profit-making establishments;
(v) accommodation in holiday flats, bungalows, caravans, etc.; fees for holiday 
caravan and camping sites.
Included in the estimates are the face value o f luncheon vouchers, the net 

cost to employers of meals provided in canteens, and the value o f food and 
accommodation provided free to the staff of catering establishments. These 
items, together with the net cost to the government o f meals and milk in schools 
(treated as grants to persons) appear on both sides o f the personal income and 
expenditure account. Expenditure on meals and accommodation by public 
authorities, for example in hospitals, prisons, borstal institutions, residential 
schools and homes for the aged, is not included here but forms part of public 
authorities’ current expenditure on goods and services.

Estimates from 1964 are made as follows. For (i), monthly statistics o f the 
turnover in Great Britain of (a) licensed hotels and holiday camps, (b) restaur
ants, cafes, fish and chip shops and (c) canteens are used to project forwards 
benchmark figures derived from the 1964 catering inquiry. Expenditure in 
unlicensed hotels and boarding houses in 1964 is estimated from an inquiry made 
by the Government Social Survey; it is assumed to change in line with expen
diture in licensed hotels and holiday camps. The catering statistics include the 
face value of luncheon vouchers but additions are made to the benchmark 
figures for the net cost to employers o f meals provided in canteens (using the 
Ministry o f Labour inquiry into employers’ total labour costs in 1964), for 
food and accommodation provided free to staff, and for expenditure in Northern
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180 The personal sector

Ireland. Deductions are made for business expenditure but there is little firm
evidence on which to base these deductions. For (ii), estimates are based on
information collected by the Department o f Education and Science on the
numbers and gross costs o f meals in maintained schools. The Department of
Education and Science also provides the information for (iii); the milk provided
in schools is valued at the cost to the government. For (iv), estimates are based on
payments by staff to national health service hospitals for rent, board and lodging’
on numbers o f day and boarding pupils in private schools and of students in
university hostels; and on information from the census o f population on numbers
m miscellaneous communal establishments. Rough additions are made for (v)
based on surveys which have been carried out from time to time on holiday 
accommodation. ^

The estimates for the years before 1964 are based on the estimates by the
Ministry o f Agriculture, Fisheries and Food o f ‘Other personal expenditure on
food’ (described on pages 155 to 160) together with estimates derived from Inland
Revenue statistics of wages, salaries and gross profits in hotels and catering firms
and information collected by the Department of Education and Science on the 
cost o f school meals.

Expenditure in all years is revalued at constant prices by an index of the cost 
of food, derived from the estimates by the Ministry of Agriculture, Fisheries 
and Food of non-household personal expenditure on food at current and 
constant prices, price indices o f the miscellaneous goods and services assumed 
to be bought by hotels and catering establishments, and a specially constructed 
index of average earnings in hotels and catering establishments. The estimates at 
constant prices are not shown separately because of uncertainties in revaluing the 
service element o f meals and accommodation by the index of average earnings.

19. Wages, salaries, etc. paid by private twn-profit-making bodies {excluding 
catering)

This item covers the wages, salaries, national insurance contributions and 
selective employment tax paid to or on behalf of their employees by private 
nomprofit-making bodies serving persons. The general treatment o f these bodies 
is described on page 99. The institutions covered in this item are universities, 
direct grant and other non-profit-making schools and colleges, churches, char
itable institutions, trade unions, friendly societies, social clubs, etc. Wages and 
salaries paid by non-commercial catering institutions are excluded since they are 
an element of consumers’ expenditure on ‘Alcoholic drink’ and ‘Catering’. The 
item appears on both sides o f the personal income and expenditure account. 
Fairly detailed annual information is available for universities, direct grant 
schools, trade unions and friendly societies; the remainder of the estimate is 
based on annual PAYE statistics from the Inland Revenue. Quarterly figures are 
interpolated and projected.

Expenditure is revalued at constant prices by an index of wages and salaries.

20. Insurance
This group covers life assurance, insurance o f the contents of dwellings, accident 
and miscellaneous insurance. Insurance o f the structure of dwellings is included 
in ‘Maintenance, repairs and improvements by occupiers’ and of motor vehicles 
in 'Running costs of motor vehicles'.
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The personal sector

The estimates of consumers’ expenditure in each year on all forms o f life 
assurance are taken to be the sum of the expenses o f management and share
holders’ surplus appropriate to life business transacted within the United 
Kingdom by life assurance and industrial assurance companies, collecting 
societies and superannuation funds established in the United Kingdom. The 
estimates are mainly derived from the summarised accounts o f  these institutions 
but the expenses o f superannuation funds are estimated from Inland Revenue
data. . . .

A general explanation of the treatment of the funds o f these institutions is
given on page 100. The estimate o f  consumers’ expenditure on life assurance in
1964, the latest year for which full information was available for the 1967 Blue
Book, is related to the estimate o f the ‘Administrative costs, etc.’ of life assurance
and superannuation funds given in the revenue account o f the funds (Table 24 of
the 1967 Blue Book, see page 113) as follows:

£ million
Consumers’ expenditure on insurance (Table 27)........... 238
less Expenditure on insurance o f contents o f dwellings,

accident and miscellaneous insurance........................ — 18

Consumers’ expenditure on life assurance, etc.................  . 220

plus Payments of United Kingdom taxes on the invest
ment income o f the fu n d s .............................................  70

Administrative costs, etc. o f life assurance and super
annuation funds (Table 24).............................................  290

, A

The estimates of consumers’ expenditure on other forms o f insurance are 
similarly taken to be the sum of the management expenses and the increase in 
‘additional’ reserves appropriate to business transacted within the United King
dom. Repairs and replacements of the objects insured are included in consumers’ 
expenditure on the items concerned. In estimating consumers’ expenditure on 
insuring the contents o f dwellings, the ratio o f expenses to premiums for fire 
insurance, taken from the summarised annual accounts o f insurance companies, 
is applied to annual estimates of the premiums paid by consumers for this 
insurance, based on the Family Expenditure Survey. Consumers’ expenditure 
on accident and miscellaneous insurance is taken to be 5 per cent o f the expenses 
of these forms of insurance as derived from the summarised accounts of insur
ance companies. Quarterly figures are interpolated and projected.

As no price index is available for the costs o f managing the insurance, the 
expenses of management are revalued at constant prices by the general con
sumer price index.

21. Other services
The estimates for some of the items in this group, which amounted in total to 
some £1,070 million in 1966, are weak and separate figures for them are not 
shown in the Blue Book tables. However, to give an indication o f their relative 
importance, a figure (rough in some cases) of current expenditure in 1966 on 
each item is shown below against the appropriate sub-heading.
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(i) Medical services to private patients (£40 million). This item consists of the 
fees paid by private patients (and by insurance companies on behalf of private 
patients) to doctors, dentists, nurses, chiropodists, osteopaths, etc., and fees 
charged by private nursing homes. Annual estimates are broadly based on 
the Family Expenditure Survey which, however, shows high sampling fluctu
ations for this item. Some allowance must also be made for the possibility that 
households containing a sick person do not respond well to the survey. Inde
pendent studies provide an occasional check on the estimates. Quarterly figures 
are interpolated and projected. The revaluation o f expenditure at constant prices 
is guessed.

(ii) The national health service (£30 million, but £55 million in 1964 when there 
were prescription charges). This item consists o f all payments by persons for 
goods and services provided under the national health service; that is, hospital, \ 
specialist and ancillary services (including private beds in national health service 
hospitals), pharmaceutical services (including prescription charges), general 
dental services and supplementary ophthalmic services. The figures are obtained 
from the published annual accounts (see page 302, item 22). Quarterly figures 
are interpolated and projected. The estimates are revalued at constant prices 
in the same way as public authorities’ expenditure on goods and services on these 
items o f the national health service (see page 358).

(iii) Private education and training (£65 million). Schools and other educational 
establishments are regarded as providing a composite service to consumers (see 
page 154). The part o f expenditure included in this item covers tuition fees only; 
it excludes expenditure on food and accommodation. The tuition fees included 
in the item are those which are paid to profit-making institutions or persons, 
that is, profit-making schools and profit-making educational and training 
services of all kinds, such as correspondence courses, foreign language tuition, 
tennis coaching, etc. Direct grant schools and all independent senior schools 
which are recognised as efficient by the Department of Education and Science 
are taken to be non-profit-making and fees paid to them are not included in this 
item (the wages and salaries o f their employees are included in item 19 above). 
Benchmark estimates of tuition fees paid to other independent schools in 
1959/60 based on published information on fees and numbers of pupils (separ
ately for boys and girls, and in two age groups) are projected forwards annually 
by indices o f the numbers o f pupils in these age groups at the schools. The 
resulting volume series are converted to series at current prices by annual price 
indices of tuition fees at samples of the appropriate kinds of school. Quarterly 
figures are interpolated and projected. Expenditure at constant prices consists of 
the estimates for the base year projected forwards by the indices of volume. 
Rough additions, based on information from the Family Expenditure Survey, 
are made for consumers’ expenditure on tuition fees for other profit-making 
educational and training services.

(iv) Laundry^ launderettes^ dry cleaning and dyeing (£110 million). The annual 
estimates from 1957 are based on the Family Expenditure Survey. Because of 
sampling fluctuations, quarterly estimates are based on the average quarterly 
pattern o f expenditure shown over several years by the survey. Estimates for 
the latest quarters are projected. In estimating expenditure before 1957 use was 
made o f the Ministry of Labour household budget inquiry for 1953-54 and 
various special surveys carried out by the Social Survey. Expenditure is revalued 
at constant prices by the appropriate sections of the index of retail prices.
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M  Miscellaneous repair services (£120 million). This item covers repairs to  
footwear, clothing, radio and television sets, domestic appliances, cycles, furni
ture watches, etc. The annual estimates from 1957 are based on the Family 
Expenditure Survey and quarterly figures are interpolated and projected. In 
estimating expenditure before 1957, use was made of various special surveys 
carried out by the Social Survey, and the Ministry o f Labour household budget 
inquiry for 1953-54. Expenditure is revalued at constant prices by appropriate
sections o f the index o f retail prices.

(vi) Second-hand goods (£20 million). This item comprises the dealers margins 
on the transfer o f  ownership o f second-hand goods other than motor vehicles. 
It is assumed that all the goods are transferred between consumers, so that 
purchases less sales are equal to the dealers’ margins. Expenditure on second
hand caravans is estimated quarterly from the number o f hire purchase contracts 
for used caravans compiled by Hire Purchase Information Limited, and the 
estimated average dealers’ margin. It is assumed that the number o f used caravans 
bought on hire purchase represents half the total number o f used caravans bought 
and that purchases o f  used caravans on business account are negligible. 
Estimates at constant prices are based on numbers multiplied by the estimated 
average dealers’ margin in the base year. Benchmark estimates o f  the dealers’ 
margins on sales o f other second-hand goods are based on information from the 
censuses o f distribution, allowances being made for establishments not covered 
by the census (mainly auction sale-rooms) and for sales in Northern Ireland. 
Estimates for years between censuses are based on the trends in total expenditure 
on second-hand goods shown by the Family Expenditure Survey. Quarterly 
figures are interpolated and projected, A  price index corresponding to the index 
used for deflating expenditure on new furniture is used to estimate expenditure
at constant prices.

(vii) Hire o f  domestic appliances (£5 million). This comprises gas and electricity 
meter rents and the hire o f appliances from the gas and electricity boards. 
Annual information on the revenue received for these items is published in the 
Ministry o f Power Statistical Digest. It is assumed that the ratio o f personal 
to total expenditure on these items is the same as the ratio o f domestic 
consumers to the total number o f consumers. Quarterly figures are interpolated 
and projected. Expenditure is revalued at constant prices by the price indices 
for gas and electric cookers in the index o f retail prices.

(viii) Miscellaneous household services (£35 million). This item comprises 
removals, storage, chimney sweeping, window cleaning, etc. Rough estimates o f  
expenditure on this group o f services have been based on the results o f  various
sample surveys, but the item is mainly guessed.

(ix) Hairdressings manicure, beauty care (£170 million). The annual estimates 
are based on the Family Expenditure Survey. Because o f sampling fluctuations, 
quarterly estimates are based on the average quarterly pattern shown over several 
years by the survey. Estimates for the latest quarters are projected. In estimating 
e.xpenditure before 1957 use was made o f special sample surveys and o f the 
Ministry o f Labour household budget inquiry for 1953-54. Expenditure is 
revalued at constant prices by the appropriate section o f the index o f retail prices.

(x) Undertaking (£30 million). Consumers’ expenditure on this item is esti
mated quarterly by multiplying the number o f deaths by the estimated average 
cost of a funeral. Expenditure at constant prices is estimated by multiplying the 
number of deaths by the average cost in the base year.
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184 The personal sector

(xi) Betting and gaming (£200 million). Consumers’ expenditure on betting
is the cost to persons taking part of all forms of gambling activity. It is thus
measured by the amount staked less the part returned in the form of winnings,
that is the net loss incurred. This net loss is in turn equivalent to the net takings
o f persons engaged either wholly or part-time in the industry plus the amount
taken by the government in the form of betting duties. The item excludes for
example, raffles organised for charity. The costs of operating the premium bond
scheme are excluded; they are part of public authorities’ current expenditure on 
goods and services.

Consumers’ expenditure on football pools, fixed-odds football betting, horse 
and greyhound race betting with bookmakers on and off-course (including 
betting shops), and greyhound racing totalisators is calculated quarterly from 
tax receipts, from w'hich stakes can be derived. Information is available on the 
percentage of stakes retained by the pools promoters and by the greyhound 
racing totalisators. Amounts retained by bookmakers are assumed to be pro
portional to gross stakes. Amounts retained by horse racing totalisators are 
published in the annual reports o f the Horserace Totalisator Board, quarterly 
figures being interpolated and projected. Fixed-odds football betting was not 
taxed before 1964 and betting with bookmakers was not taxed before October 
1966. There is no firm basis for estimating consumers’ expenditure on these 
items in earlier years; the figures included have been based on information from 
the annual review o f the Churches’ Council on Gambling.

In estimating expenditure on bingo, gaming machines, roulette, chemin-de-fer, 
card games in clubs, gaming in amusement arcades, fun fairs, etc., use has been 
made o f the Report on Enquiry into Gaming under Section 2 o f  Finance Act 1963 
(Cmnd. 2275); the information on permits and licences published annually 
under tne netting, Uammg and Lotteries Act, 1963; the Report o f  the Royal Com
mission on Betting, Lotteries and Gaming (Cmd. 8190); the annual reviews of the 
Churches’ Council on Gambling; and licence receipts for gaming machines and 
gaming premises.

Expenditure is revalued at constant prices first by adjusting for changes since 
the base year in rates of tax and in retention rates, and secondly by adjusting for 
changes in the general consumer price index.

(xii) Fees paid to local authorities (£110 million). This item consists of pay
ments made by persons to local authorities for services connected with items 
such as education (but not school meals), care o f the aged and handicapped 
including accommodation in houses and hostels, car parking fees, use o f baths, 
parks, public libraries, etc. Receipts for these items are given separately each 
year in Local Government Financial Statistics. The estimate is necessarily rough 
as an assumption has to be made in each case about the proportion of receipts 
attributable to personal expenditure. Quarterly figures are interpolated and 
projected. Expenditure is revalued at constant prices by using a general index of 
wage rates.

(xiii) Bank charges (£20 million). A benchmark estimate of actual payments of 
bank charges by consumers in 1963, based on a comparison of data from the 
Family Expenditure Survey and from banking sources, is projected backwards 
and forwards by an annual index of bank debit clearings. The quarterly charges 
are interpolated and allocated to the second and fourth quarters o f each year. 
Charges are revalued at constant prices by the general consumer price index.
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(xiv) Stamp duties (£30 million). This item consists o f  duties on leases, mort- 
s a U  cheques, and on transfers o f stocks and shares and other financial assets. 
Stamp duties incurred in the transfer o f ownership o f  land and buildings are ex
cluded' they are treated as gross domestic fixed capital formation. Annual esti
mates o f consumers’ expenditure are made by extracting the appropriate items 
from the figures published in the annual reports o f the Inland Revenue and the 
Finance Accounts o f  Northern Ireland, while making assumptions about the ratio 
of personal to business expenditure in each case. The personal ratio for stamp 
duties on stocks and shares is based on analyses o f  transactions in financial 
assets. The figures o f transactions in financial assets also provide the basis for the 
quarterly estimates o f stamp duties on stocks and shares; quarterly estimates o f  
other stamp duties are interpolated and projected. The estimates are revalued at 
constant prices by indices o f the rates o f  duty, together with indices o f  stocks and
share prices.  ̂ , ,  ,

(xv) Stockbrokers' charges (£35 million). Estimates o f  stockbrokers charges
from 1965 are based quarterly on the statistics o f transactions in stocks and 
shares published in Financial Statistics together with estimates, given in the 
Stock Exchange Journal for June 1965, o f rates o f commission paid on trans
actions. Analyses o f these transactions provide a basis for estimating the pro
portions of total charges which are paid by the personal sector. Allowance is 
made for any changes in standard rates of commission as published in the Stock 
Exchange Year Book. Estimates for years before 1965 have been obtained by 
projecting the 1965 estimate backwards in line with total stamp duties on stocks 
and shares, allowing for changes in rates o f stamp duty and commission. Stock
brokers’ charges are revalued at constant prices by means o f an index o f stocks 
and share prices, and by changes in rates o f commission.

(xvi) Fines and fees  (£15 milhon). This item covers fines paid to county courts, 
fines for motoring offences, passport fees, etc. Receipts for these items are given 
separately each year in the Appropriation Accounts. The estimate is necessarily 
rough as an assumption has to be made in each case about the proportion 
of receipts attributable to personal expenditure. Quarterly figures are interpo
lated and projected. This item is not revalued at constant prices.

(xvii) Other miscellaneous services (£35 million). This item includes legal fees 
(other than those for the transfer o f ownership o f land and buildings which are 
treated as part o f gross domestic fixed capital formation), pawnbrokers’ charges, 
services o f photographers, auctioneers, etc., transport o f luggage and animals, 
cloakroom fees, subscriptions to libraries, etc. There is very little information 
about these items and the amounts included are guesses.

22. Income in kind not included elsewhere
This group comprises the estimated value o f food and clothing issued to the 
Forces and auxiliary services and o f food supplied to merchant seamen and 
fishermen. The estimates are the same as those included in personal income. The 
expenditure is classified under ‘Other goods’ in the figures o f consumers’ expendi
ture which are published quarterly. The value o f the income in kind o f the Forces 
is estimated quarterly by the service departments by analysing expenditure under 
different Votes. The value of the food supplied to merchant seamen and fisher
men is estimated very roughly on the basis of employment in the merchant 
service and the fishing industry. Expenditure is revalued at constant prices by 
the implied consumer price index for household expenditure on food.
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23. Expenditure by foreign tourists, etc. in the United Kingdom
By definition, estimates of consumers’ expenditure should exclude all purchases
made by non-residents. Since it is impossible to make a separate deduction for
each category o f expenditure, a single deduction is made for total expenditure
by overseas visitors ori holiday and on business, by the Forces o f other countries
stationed in the Umted Kingdom, by employees o f overseas governments and bv 
other non-residents in this country. ’ ^

The ̂ amount of the deduction for visitors is given quarterly by the Travel 
credits’ in the balance o f payments accounts, which is estimated from the 
International Passenger Survey. An additional amount representing personal 
expenditure by the United States Forces in this country is provided by the 
U.S. mibtary authorities. The numbers o f  employees o f overseas governments 
based in this country are provided by the Foreign Office, and the numbers of 
overseas journalists are available from the Directory o f  Newspaper and Magazine 
Personnel and Data. These numbers are multiplied by an assumed average 
personal expenditure. An additional amount should be included for the expendi
ture o f overseas students which forms part o f exports o f services, but was not 
included for the 1967 Blue Book. A special price index for revaluing this group at
constant prices has been constructed on assumptions about the kinds o f goods 
and services bought.

thf!
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24. Consumers' expenditure abroad

This is a further adjustment needed to complete the estimates of expenditure 
out of the total personal income o f United Kingdom residents. Personal expen
diture abroad by travellers from the United Kingdom, by members o f the Forces 
and government employees stationed abroad must be added to the estimates of 
consumers’ expenditure on the items listed above.

Personal expenditure abroad by United Kingdom travellers is estimated 
quarterly by dividing the Travel debits* in the balance o f  payments accounts 
between personal and business or official expenditure on the basis o f infor
mation from the International Passenger Survey. This estimate excludes fare
payments on travel to and from the United Kingdom, which are included in 
consumers* expenditure on travel.

The estimates o f personal expenditure by members of the Forces in foreign 
countries and in NAAFI’s and other United Kingdom institutions abroad are 
based on quarterly information on the pay of Royal Air Force and Army per
sonnel serving abroad, and the total pay of the Navy. Assumptions—which are 
particularly approximate for the Navy—have to be made about the proportion of 
pay which is spent abroad. Information on the pay and allowances o f government 
staff based in the United Kingdom and serving abroad is available annually from 
departments. Assumptions are made about the proportion o f pay and allowances 
which is spent abroad, and quarterly figures are interpolated and projected.

Retail price indices are available for most of the countries visited and special 
indices have been constructed to represent the kind of goods and services likely 
to be bought by British travellers. These indices are weighted into a single inde.x 
by the current distribution by areas o f travel debits in the balance o f payments 
accounts, adjusted for changes in exchange rates. This index is used to revalue 
total consumers’ expenditure abroad at constant prices.
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RELIABILITY

An attempt to assess the margins o f  error attaching to the annual estimates o f  
the various items o f consumers’ expenditure, at current prices, is made in the 
table following. This should be read in the light o f  the general discussion on 
pages 39 to 41 o f the significance o f these margins o f  error.

For some items, estimates for earlier years are not as reliable as those for 
later years. For example, some o f the items which have been based from 1957 
on the results o f the Family Expenditure Survey were based on less regular 
information before 1957. The grading o f the estimates given here relates to the 
later years. The estimates for the latest year are only slightly less reliable than 
those for the latest year but one, although some o f the most recent estimates are 
subject to revision as fuller information becomes available.

Apart from routine revisions o f  this kind there are three broad ways in which 
more fundamental revisions may arise:

(i) In the method o f commodity by commodity estimation gaps are liable to 
develop in the estimates; for example items on which expenditure was at one 
time negligible may become significant, and when estimates for these items are 
brought into the accounts revisions over several years will be made to the com
modity groups in which the items are classified. The effect o f these revisions is 
usually to steepen somewhat the trend o f the estimates in recent years.
(ii) Estimates which are based on statistics o f  retail sales and other outlets may 
need revision in the light o f the results o f  a new census. These revisions may 
extend back almost to the preceding census.
(iii) A new and more reliable source may show that the level o f  an estimate is 
wrong. A judgement has then to be taken as to whether the changes in expendi
ture shown by the previous source are likely to have been reasonably correct 
over past years, in which case the general level o f  the estimates over the past 
years will be revised wlfile keeping the changes unaltered; or whether the error 
in the estimates developed over a limited period, in which case revisions to the 
estimates for this period only are involved, with a consequent revision to the 
changes.
In general, the estimates o f year-to-year changes are more reliable than might 

appear from the gradings allotted in the table to the absolute values o f the 
estimates (see page 40).

Notwithstanding the large proportion o f items graded B or C, the estimates o f  
total consumers’ expenditure at current prices are graded A. The superiority o f  
the estimates o f total expenditure is due to the probability that errors in the 
components will to some extent offset each other.

The constant price estimates are generally less reliable than those at current 
prices because o f the impossibility o f revaluing expenditure in the finest com
modity detail; but it is thought that only a few o f the constant price estimates 
are on this account markedly less reliable than the corresponding current price 
estimates. A special element o f uncertainty arises in the estimates at constant 
prices, namely that limited allowance has been made for changes in quality 
(see pages 45 and 153).
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188 The personal sector

Reliability of annual estimates of consumers' expenditure at current prices

A  ±  less than 3 per cent 
B ±  3 per cent to 10 per cent 
C i  more than 10 per cent

(II

Grading!

1. Food (household expenditure):
Bread and cerea ls ............................................................... i g
Meat and bacon.................... o
F ish .................................................... y . / ^ y ^ ' . ' . y . ' . y . ' . ' .  \ b
Oils and fats .............................................................................  g
Sugar, preserves and confectionery ..........................^  b

Dairy products...........................................................................  d
F r u it .........................................................................  ' g
Potatoes and vegetables............................................................  g
Beverages...................................................................................... g
Other manufactured food ........................................................ g

T o ta l..............................................................................................  g

2. Alcoholic drink:
Beer .................................................................................... i g
Wines, spirits, cider, etc.............................................................  g

T o ta l.............................................................................  I g
3. Tobacco:

Cigarettes.............................................................................  i ^
Other .................................................................................... I ^
T o ta l...................................................................................... I ^

4. Housing:
Rent, rates and water charges ......................................  i b
Maintenance, repairs and improvements by occupiers | C

T o ta l...................................................................................... I g

5. Fuel and light:
Coal and c o k e ....................................................................  i
Electricity...........................................................................  I ^
G a s ............................................................ !.’ ! ! ! ! ! ! ! ! ! ! !  a
Other ...................................................................................  g

T o ta l.....................................................................................

6. Clothing:
F o o tw ea r ............................................................................  | g
Other clothing:

Men’s and boys’ wear................................................... i b
Women’s, girls’ and infants’ w e a r ...........................  I b

T o ta l.............................................................  I B

‘I’For the significance o f the reliability gradings see pages 39 to 41.

/ 1

Consumers’ 
expenditure at 
current prices, 

1966 
£ million
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502
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Newspapers
Magazines..
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Grading!

Consumers’ 
expenditure at 
current prices, 

1966
£  million

7. Durable goods:
Motor cars and motor cycles, new and second-hand B 773
Furniture and floor coverings.......................................... C 502
Radio, electrical and other durable g o o d s .................. C 523
T o ta l........................................................................................ B 1,798

8. Other household goods:
Household textiles, soft furnishings and hardware.. . C 430
Matches, soap and other cleaning materials, etc........ B 230
T o ta l........................................................................................ B 660

9. Books, newspapers and magazines:
B o o k s ...................................................................................... B 92
N ew spapers........................................................................... A 203
Magazines............................................................................... B 72
T o ta l........................................................................................ B 367

10. Chemists’ goods........................................................................ C
#

339
11. Miscellaneous recreational goods ...................................... C 482
12. Other miscellaneous g o o d s ................................................... c 332
13. Running costs o f  motor vehicles.......................................... C 1,052
14. Travel:

R a il .......................................................................................... A 179
Bus, coach and tram ......................................................... A 381
Other .......... ........................................................................... B 218
T o ta l........................................................................................ A 778

15. Communication services:
Postal ..................................................................................... B 102
Telephone and telegraph.................................................. A 122
T o ta l....................................................................................... A 224

16. Entertainment and recreational services:
C inem a................................................................................. A 63
Other ..................................................................................... B 338
T o ta l................................................................................. B 401

17. Domestic ser\’i c e ......................................................... C 104
18. Catering (meals and accom m odation)............................... B 1,377
19. Wages, salaries, etc. paid by private non-profit-making

bodies (excluding catering)................................................ B 285
20. Insurance................................................................. B 274
21. Other services............................................................... C 1,070
22. Income in kind not included elsew here............................. B 53
23. less Expenditure by foreign tourists, etc. in the

United Kingdom ...................................................... B - 2 4 2

Consumers’ expenditure in the United K ingdom .................... A 23,709

24. Consumers’ expenditure ab road .......................... B 407

Total ..................................... A 24,116
‘I ’For the significance o f the reliability gradings see pages 39 to 41.
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190 The personal sector

A N N E X

S U M M A R Y  O F  T H E  S O U R C E S  A N D  M E T H O D S  U S E D

Estiinatcs at current prices

Annual Quarterly

As quarterly estimates1. Food (household expen
diture)

2. Alcoholic drink | As quarterly estimates

3. Tobacco
Home manufactured 
Imported products

Statistics o f  supplies and National 
Food Survey

Quantities on which duty is paid 
multiplied by estimated average 
values. (Except for cider and perry 
for which quantities are based on 
production data).

As quarterly estimates 
As quarterly estimates

4. Housing 
Rent

Trade source
Quantities imported for home use 

multiplied by estimated average 
values

Family Expenditure 
Survey

Rates and water 
charges

Aggregate rateable 
value o f  domestic 
property multiplied 
by the rate poundage

Maintenance, repairs 
and improvements 
by occupiers 

Fuel and light 
Coal and coke

Family Expenditure 
Survey

Interpolation and projection o f the 
annual figures on the basis of 
changes in the aggregate rateable 
value o f domestic property and 
changes in the rent component of 
the index o f retail prices 

Interpolation and projection o f the 
annual figures on the basis of 
changes in the aggregate rateable 
value o f domestic property and 
changes in the rates and water 
charges component o f the index of 
retail prices

Interpolation and projection o f the 
annual figures

As quarterly estimates

Electricity and gas 
Paraffin, fuel oil and 

liquid gases 
Wood

Clothing and footwear

As quarterly estimates 
As quarterly estimates

Quantities o f merchants disposals 
multiplied by estimated average 
values

Amounts billed and meter collections 
Trade source

N o firm basis 
As quarterly estimates

Durable goods 
Motor cars and motor 

cj’cles, new and 
second-hand

N o firm basis
Benchmark estimate based on census 

o f distribution projected forwards 
by monthly statistics of retail sales

As quarterly estimates

Furniture and floor j As quarterly estimates 
coverings

Radio, electrical and | As quarterly estimates 
other durable goods

Benchmark estimate based on Board 
o f Trade inquiry into the motor 
trades, projected forwards by 
monthly statistics o f motor trading 

Benchmark estimate based on census 
o f distribution projected forwards 
by monthly statistics o f retail sales 

Benchmark estimate based on census 
o f  distribution projected forwards 
by monthly statistics o f retail sales
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A N N E X

F O R  T H E  E S T I M A T E S  O F  C O N S U M E R S *  E X P E N D I T U R E  I N  1 9 6 6

lies

lies
lies

ed
age

tes

les
les

tes

.tes

tes

tes

Estimates at constant prices

«  Nation

I
Trade

1. Food (household ex
penditure)

2. Alcoholic drink

Quantiti
source

-
values ^

figures on the basis of 
in the aggregate rateable 

îK of doinestic property and 
in the rent component of 

the index of retail prices
Inteipolaiion and projection of the 

annual figures on the basis of 
changes in the aggregate rateable 
value of domestic property and 
changes in the rates and water 
cha^ component of the index of 
retail prios

Interpolation and projection of the 
annual figures

(Quantities of merchants disposals 
multiplied by estimated average

nts baled and meter collKtior.5

3. Tobacco
Home manufactured 
Imported products

Mainly quantities multiplied by average values in base year 

Quantities multiplied by estimated average values in base year

Quantities multiplied by estimated average values in base year 
Quantities multiplied by estimated average values in base year

4. Housing 
Rent

Rates and water 
charges

3.

Maintenance, repairs 
and improvements 
by occupiers 

Fuel and light 
Coal and coke

6.

Electricity and gas 
Paraffin, fuel oil and 

liquid gases 
Wood

Clothing and footwear

Base-year estimates projected forwards by changes in aggregate 
rateable value o f  domestic property

7. Durable goods
Motor cars and motor 

cycles, new and 
second-hand

Furniture and floor 
coverings

Radio, electrical and 
other durable goods

lODthly

Current price estimates deflated by appropriate sections of 
index o f retail prices

Quantities multiplied by average values in base year

Quantities multiplied by average values in base year 
Quantities multiplied by average values in base year

N o firm basis
Current price estimates deflated by appropriate sections o f  

index o f  retail prices

Current price estimates deflated by an index o f prices

Current price estimates deflated by appropriate sections o f  
index o f retail prices

Current price estimates deflated by appropriate sections of 
index o f retail prices

‘ ■ m



Benchmark estimate based nn ri*ncMc

oy monthly statistics o f retail sales 
Quantities charged with duty multi

plied by average value in base year 
and by matches component o f the 
index o f retail prices 

Interpolation and projection o f the 
annual figures

Match®

 ̂ ! CurrcB
Soap a w l ; indc

Trade source for home production 
and import statistics for imports

Interpolation and projection o f the 
half-yearly figures

Intei-polation and projection o f the 
half-yearly figures

Benchmark estimate based on census 
o f distribution projected forwards 
by monthly statistics o f retail sales

9 Books, newspaper
Dflgaanes
Books

Nwspapew

Magaones

10. Cbcfflists' gi

Curren
inde

Base-)^
forft’

Baŝ )1
fon

Curren
indc

Production multiplied 
by average value

As quarterly estimates

Family Expenditure 
Survey and statistics 
o f supplies 

Benchmark estimate 
based on census of 
prod uct ion projected 
forwards by an index 
o f  volume based on 
production statistics 
and the food for 
animals component 
o f  the index o f retail

Interpolation and projection o f the 
annual figures using number of 
hire purchase contracts as an 
indicator

Benchmark estimate based on census 
o f  distribution projected forwards 
by monthly statistics o f retail sales 

Interpolation and projection o f the 
annual figures

1), Misallaneous 
reotatioiial goods 
Caravans

Interpolation and projection o f the 
annual figures

Sports goods, records, 
toys, p k to g i^ ^  
equipment, etc. 

Horticultural goods
I'• i'

Curren
iode:

Cunai
a>w!

Base-}̂
base

prices
N o firm basis N o firm basis

As quarterly estimates Benchmark estimate based on census 
o f distribution projected forwards 
by monthly statistics of retail sales

Olher recreational
goods

Other
goods

As quarterly estimates 
As quarterly estimates

Rianing costs

1 Current 
’ index

Trade source
Benchmark estimate projected for

wards by an index o f volume based 
on the estimated quantity o f petrol 
bought by consumers and the 
maintenance of motor vehicles com
ponent o f the index o f retail nrices

'Chicles 
3cd oa

f̂tessories

Qnantiti
2aŝ yea

based

. . .  . 1 . . ^ .  - •
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Other household goods 
Household textiles, 

soft furnishings and 
hardware 

Matches

Soap and other 
cleaning materials 

Books, newspapers and 
magazines 
Books

Newspapers

Magazines

10. Chemists’ goods

II . Miscellaneous
recreational goods 
Caravans

The personal sector

Estimates at constant prices

Current price estimates deflated by appropriate sections 
index o f  retail prices

Quantities multiplied by average value in base year

Current price estimates deflated by appropriate sections of 
index o f retail prices

Current price estimates deflated by appropriate section o f  
index o f  retail prices

Base-year estimate for each main type o f  newspaper projected 
forwards by circulation

Base-year estimate for each main type o f  magazine projected 
forwards by circulation

Current price estimates deflated by appropriate sections o f  
index o f retail prices

Quantities multiplied by average value in base year

Sports goods, records, 
toys, photographic 
equipment, etc. 

Horticultural goods

Pet foods

Other recreational 
goods

Other miscellaneous 
goods

Running costs o f  motor 
vehicles 
Petrol and oil 
Maintenance, repairs, 

spare parts and 
accessories

Current price estimates deflated by appropriate sections o f  
index o f  retail prices

Current price estimates deflated by an index o f  estimated 
average values

Base-year estimate projected forwards by index o f  volume 
based on production statistics

N o firm basis

Current price estimates deflated by appropriate sections of 
index o f  retail prices

Quantities multiplied by average values in base year 
Base-year estimate projected forwards by index o f volume 

based on estimated quantity o f  petrol bought by consumers
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194 The personal sector

Estimates at current prices

Annual Quarterly

Garage rents Family Expenditure Interpolation and projection o f the

Motor vehicle 
•

Survey annual figures
Family Expenditure Interpolation and projection o f the

insurance Survey and insurance 
statistics

annual figures

Motor vehicle Family Expenditure Interpolation and projection o f the
licences Survey annual figures on the basis o f total

Driving licences As quarterly estimates
receipts by licensing authorities

Receipts by licensing authorities
Driving lessons Estimated numbers Interpolation and projection o f the

multiplied by est
imated average fee

annual figures

Driving test fees Receipts by central Interpolation and projection o f the

Ministry o f Transport 
tests o f road
worthiness 

14. Travel

government annual figures
As quarterly estimates Numbers o f tests multiplied by fees

Rail As quarterly estimates Passenger receipts

Bus, coach and tram As quarterly estimates Passenger receipts

Taxis and cars hired Benchmark estimate Interpolation and projection of the
With driver projected by index 

o f volume based on 
number o f  taxis 
licensed and index 
o f running costs of 
motor vehicles

annual figures

Hire o f  self-drive cars Family Expenditure Interpolation and projection o f the

Air
Survey annual figures

Overseas countries As quarterly estimates International Passenger Survey
(except Irish

4  4 > V

Irish Republic

Internal

Sea
Internal and to all 

European 
countries

Numbers o f visitors 
from G.B. multiplied 
by estimated length 
o f journey and 
estimated fare per 
passenger mile

Interpolation and projection o f the 
annual figures using the total 
passenger movement between the 
United Kingdom and the Irish 
Republic as an indicator

Passenger miles 
multiplied by 
estimated fare per 
passenger mile

Interpolation and projection o f the 
annual figures

Non-European 
countries—  
United Kingdom 
residents

Passenger receipts of 
British Railways ships] 
and International 
Passenger Survey

Interpolation and projection o f the 
annual figures using information 
from International Passenger Sur
vey as an indicator

As quarterly estimates Benchmark estimate projected for
wards by numbers o f travellers 
from the Internationa! Passenger 
Survey and an index of average fares
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Rail
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Air
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. . . The personal sector

» «  , R «  *■ ^  licensin

of Ih. Garage rents

of a. Motor vehicle
insurance

^  ̂ thoritJej

M otor vehicle
licences

N o firm basis for revaluation

Current price estimates deflated by general consumer price index

Current price estimates deflated by an index o f  licensing rates

' of ;I 3

‘“ S ' i s i : ' O f
^ b e r s  of tests multiplied by fee;

Driving licences 
Driving lessons

Current price estimates deflated by an index o f  licensing rates 
Estimated numbers multiplied by average fee in base year

^ n g e r  receipts

Passenger receipts

Interpolation and projection of the 
nomial figures

Driving test fees

Ministry o f  Transport 
tests o f  road- 
worthiness 

Travel
Rail

Bus, coach and tram

Taxis and cars hired 
with driver

Current price estimates deflated by an index o f  fees 

Numbers multiplied by fees in base year

Current price estimates deflated by indices o f  average receipts 
per passenger mile

Current price estimates deflated by indices o f  average fares 
per passenger mile

Benchmark estimate projected by index o f  volume based on  
number o f  taxis licensed

I
I Interpolation and projection of the 

annual figures

les ; International Passenger Surrey

Hire o f self-drive cars

Air
Overseas countries 

(except Irish 
Republic)

Irish Republic

[..erpoUtion a»d proj*.i»« 
jnoual figures
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196 The personal sector

Non-European 
countries—  
United Kingdom 
emigrants

Day trips

Pleasure cruises

Estimates at current prices

Quarterly

Benchmark estimate 
projected forwards 
by numbers of 
emigrants provided 
by the General 
Register Office and 
an index o f  average 
fares

As quarterly estimates

As quarterly estimates

Car ferries 
Internal rail

Sea—to Continent

Interpolation and projection o f the 
annual figures

Receipts by British 
Railways Board

Sea—to'Irish 
Republic and 
internal 

Air

Numbers o f  cars 
multiplied by 
estimated average 
fare

Receipts by British 
Railways Board 

Volume o f traffic 
multiplied by 
estimated average 
fare

Numbers o f passengers multiplied by 
average fare

Numbers o f passengers multiplied by 
estimated average fare

Interpolation and projection o f the 
annual figures

Interpolation and projection o f the 
annual figures

Interpolation and projection o f the 
annual figures

Interpolation and projection o f the 
annual figures

Communication services 
Postal As quarterly estimates

Telephone As quarterly estimates

Telegraph As quarterly estimates

16. Entertainment and
recreational services 
Cinema As quarterly estimates

Other admissions, etc.

Renting o f television 
and radio sets

Family Expenditure 
Survey

As quarterly estimates

Sample information obtained by the 
Post Office on receipts 

Samples o f residence rate subscribers’ 
accounts and receipts from public 
call boxes

Counts o f telegrams multiplied by 
sample estimates o f average '̂alues

Receipts from admissions to cinemas

Relay of sound and 
vision

As quarterly estimates

Radio and television 
licences

As quarterly estimates

Interpolation and projection of the 
annual figures

Benchmark estimate based on census 
o f distribution projected forwards 
by numbers o f  sets on hire as an 
index o f volume and the television 
set rental component of the index 
o f retail prices

Benchmark estimate projected for
wards by numbers o f subscribers as 
an index o f volume and an index 
o f estimated prices

Post Office receipts
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Sample infoimation obtaind by the 
Post Office on receipts 

Samples of residence rate subsaibers’ 
accounts and receipts from public 
call boxes

Counts of telegrams multiplied by 
sample estimates of average \alues

Receipts from admissions to cinemas
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Office receipts

Non-European 
countries—  
United Kingdom  
emigrants

Day trips

Pleasure cruises

Car ferries 
Internal rail

Sea—to Continent

Sea—to Irish 
Republic and 
internal 

Air

15. Communication services 
Postal

Telephone

Telegraph

16. Entertainment and
recreational services 
Cinema

Other admissions, etc.

Renting o f television 
and radio sets

Relay o f sound and 
vision

Radio and television 
licences
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Estimates at constant prices

Numbers o f  emigrants multiplied by estimated average fare in 
base year

Numbers o f  passengers multiplied by average fare in base year

Numbers o f  passengers multiplied by average fare in base year

Numbers o f  cars multiplied by average fare in base year

Current price estimates deflated by an index o f  average fares on  
British Rail’s Continental services

Volume o f  traffic multiplied by average fare in base year

Estimated postal traffic multiplied by average values in base 
year

Current price estimates deflated by current-weighted price index 
numbers

Current price estimates deflated by a price index o f  telegram 
tariffs

Current price estimates deflated by appropriate section of 
index o f retail prices

Current price estimates deflated by appropriate sections o f  
index o f  retail prices

Base-year estimate projected forwards by numbers o f sets on hire 
as an index o f volume

Base-year estimate projected forwards by numbers o f subscribers 
as an index o f  volume

Current price estimates deflated by an index o f licence rates
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198 The personal sector

Estimates at current prices

17. Domestic service

Catering (meals and 
accommodation) 
Hotels, boarding 

houses, holiday 
camps, restaurants, 
clubs, canteens 

Meals in maintained 
schools

Benchmark estimate 
projected forwards 
by numbers 
employed as an 
index of volume 
and index of 
estimated average 
earnings

Quarterly

Interpolation and projection of the 
annual figures

As quarterly estimates

.r .- v

School milk
• V  V '

»  *;
4  >

L\’-
■ .1

Staff of national health 
service hospitals 

Private schools and 
universities

Returns to Depart
ment of Education 
and Science 

As quarterly estimates

Government receipts

19,

20 ,

Other communal 
establishments, 
holiday fiats, 
bungalows, 
caravans, etc. 

Wages, salaries, etc. 
paid by private non- 
profit-making bodies 

Insurance 
Life

Numbers multiplied 
by estimated 
average expenditure 
per head 

No firm basis

Benchmark estimate based on cater
ing inquiry projected forwards by 
monthly statistics of catering turn
over

Interpolation and projection of the 
annual figures

Estimates by Department of Education 
and Science

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures

No firm basis

Accounts of institutions 
and Inland Revenue 
statistics

Other

Insurance statistics

Other services 
Medical services to 

private patients 
National health service 

payments by patients 
Private education and 

training 
Schools

Insurance statistics 
and Family 
Expenditure Survey

Family Expenditure 
Survey

Government receipts

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures

Otlier educational 
and training 
services 

Laundry, launderettes, 
dry cleaning and 
dyeing

Miscellaneous repair 
services

Benchmark estimate 
projected forwards by 
numbers of pupils 
as an index of 
volume and an 
index of tuition fees 

Family Expenditure 
Survey

Family Expenditure 
Sur\ey

Family Expenditure 
Survey

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures

Interpolation and projection of the 
annual figures on the basis of 
average quarterly variations from 
the Family Expenditure Survey 

Interpolation and projection of the 
annual figures
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17. Domestic service

Catering (meals and 
accommodation) 
Hotels, boarding 

houses, holiday 
camps, restaurants, 
clubs, canteens 

Meals in maintained 
schools

Estimates at constant prices

Base-year estimate projected for\vards by numbers employed as 
an index of volume

School milk

Staff of national health 
service hospitals 

Private schools and 
universities

-Current price estimates deflated by an index of prices

19,

20.

Other communal 
establishments, 
holiday flats, 
bungalow's, 
caravans, etc. 

Wages, salaries, etc. 
paid by private non- 
profit-making bodies 

Insurance 
Life

I  -Vt

Current price estimates deflated by an index of wages and 
salaries * -

Other
Current price estimates deflated by general consumer price 

index
\

Other services
Medical services to 

private patients 
National health service 

paymentsbypatients 
Private education and 

training 
Schools

N o firm basis for revaluation

Revalued in the same way as public authorities’ expenditure 
on these items of the national health sen ice

•1

Base-year estimate projected forwards by numbers o f pupils as 
an index of volume

Other educational 
and training 
services 

Laundry, launderettes, 
dry cleaning and 
dyeing

N o firm basis for revaluation

Current price estimates deflated by appropriate sections of 
index of retail prices

Miscellaneous repair I Current price estimates deflated by appropriate sections of 
services I index of retail prices
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Estimr

Annual

Second-hand goods 
Caravans As quarterly estimates

Other Family Expenditure

Hire of domestic

Survey and census 
of distribution 

Statistics from
appliances electricity and gas 

boards 
No firm basisMiscellaneous

household services 
Hairdressing Family Expenditure

Undertaking

Survey

As quarterly estimates

Betting
Football pools, As quarterly estimates

fixed odds foot
ball betting, bet
ting with book
makers on and 
off-course (in
cluding betting 
shops),greyhound 
racing totalisators 

Horserace Horserace Total-
totalisators isator Board

Bingo and gaming
statistics 

No firm basis
Fees paid to local Local Government

authorities
.

Financial Statistics
Bank charges Benchmark estimate :

Stamp duties

projected forwards 
on the basis of bank 
debit clearings 

Receipts by Inland t
Revenue

Estimates at current prices

Quarterly

Based on numbers o f hire purchase 
contracts and estimated average 
dealers’ margin

Interpolation and projection of the 
annual figures

Stockbrokers’ charges As quarterly estimates

Fines and fees

22

Other miscellaneous 
services

Income in kind not 
included elsewhere

23. Expenditure by foreign
tourists, etc. in the 
United Kingdom

24. Consumers’ expenditure
abroad

Receipts by central 
government 

No firm basis

As quarterly estimates

As quarterly estimates

As quarterly estimates

Interpolation and projection of the 
annual figures

No firm basis

Interpolation and projection of the 
annual figures on the basis of 
average quarterly variations from 
the Family Expenditure Survey 

Number of deaths multiplied by esti
mated average cost of funeral

Based on government receipts of tax

Interpolation and projection of the 
annual figures

annual figures

annual figures, allocating charges to 
the second and fourth quarters

and projection of the annual figures 
on the basis of quarterly figures of 
transactions in stocks and shares. 
Other: interpolation and projection 
of the annual figures 

Quarterly values of transactions in 
stocks and shares multiplied by 
estimated rates of commission 

Interpolation and projection of the 
annual figures 

N o firm basis

Mainly statistics from 
departments 

Mainly International 
Survey

the defence

Passenger

International Passenger Survey and 
statistics of the pay of the Forces 
and other government employees 
serving abroad
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Hire of domestic 
appliances

Miscellaneous 
household services 

Hairdressing

Undertaking

Betting
Football pools, 

fixed odds foot
ball betting, bet
ting with book
makers on and 
off-course (in
cluding betting 
shops),greyhound 
racing totalisators 

Horserace 
totalisators

Current price estimates deflated by indices o f lax and retention 
rates and by the general consumer price index

lo firm basis
iterpolaiion and projiction of the 
annual figures

iterpolation and projection of the 
annual figures, allocating charges to 
ihe second and fourth quarten

Bingo and gaming 
Fees paid to local 

authorities 
Bank charges

transadions

shares: intopolation 
1 of the annual figuw 
}f quarterly figures of 
^  stocks and shares, 
jlation and projection

^ ___ ^  m

Stamp duties

Current price estimates deflated by an index o f  retention rartes 
and by the general consumer price index

Current price estimates deflated by general consumer price index 
Current price estimates deflated by general index o f wage rates

Current price estimates deflated by general consumer price 
index

Current price estimates deflated by index o f rates of duty 
together with indices of stocks and share prices

transactions m 
shares multipli«<i by 

w  of
,„d ®

Stockbrokers’ charges

Fines and fees

Other miscellaneous 
services

22. Income in kind not
included elsewhere

23. Expenditure by foreign
tourists, etc. in the 
United Kingdom

24. Consumers’ expenditure
abroad

Current price estimates deflated by indices o f stocks and share 
prices, and o f standard rates o f commission

Not revalued

N o firm basis

Current price estimates deflated by implied consumer price index 
for household expenditure on food 

Current price estimates deflated by a specially constructed price 
index

Current price estimates deflated by a specially constructed 
price index
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Chapter VII

Companies

I. G E N E R A L  DESCRIPTION

The company sector comprises privately controlled corporate enterprises organ
ised for profit and resident in the United Kingdom, and is the source of more than 
half of the gross national product. The main constituent of the company sector 
is nearly 11,000 registered public companies with a paid-up share capital of over 
£11,000 million and total net assets of about two and a half times that amount. 
More in number but smaller in total net assets are nearly 400,000 private com
panies, many of which are subsidiaries of public companies or of other private 
companies. Also included in the company sector are nearly 900 co-operative 
societies, engaged in production, wholesaling and retailing, with an issued share 
capital of nearly £300 million. And building societies, which at the end of 1966
numbered nearly 600, with an issued share capital of approaching £6,000 
million.

Private companies, unlike public companies, may restrict the rights of members 
to transfer shares, limit their membership to between two and fifty (inclusive) and 
do not invite public subscription to their shares or debentures, which cannot 
therefore have a stock exchange quotation. Moreover, until the Companies 
Act, 1967, which abolished the status of ‘exempt private companies’, most 
private companies were not obliged, as are most other companies, to lodge their 
annual accounts and balance sheets with the Registrar of Companies for public 
inspection. Only about one-tenth of the private companies were non-exempt and 
had to lodge accounts. No distinction can be made in the national accounts 
statistics of profits, etc. between public and private companies.

Companies have long been liable to taxes which are not borne by individuals 
and unincorporated businesses, and the distinction which the Inland Revenue is 
obliged to make between companies and other businesses has been found con
venient in national accounts statistics. Although the company sector includes a 
great number of small enterprises, distinguishable only by legal form from sole 
traders and partnerships, the main weight is carried by large enterprises with 
substantial capital and a high degree of permanence. Thus the 4,000 largest 
companies account for about three-quarters of total company profits.

The term ‘companies’ is, however, used for convenience rather than because 
it conveys any precise legal significance. Essentially, in this system of statistics, 
it implies (a) corporate status—a legal personality istinct from the persons who 
are its members, (b) private control as distinct from control by public authorities, 
and, with some exceptions, (c) operation for gain. Corporate status normally 
carries with it limited liability, but there are a few unlimited companies, and
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limited liability may be granted to certain partners in unincorporated partner-

The company sector includes private non-profit-making bodies serving com
panies, such as trade associations, whether or not they are incorporated. Some 
bodies aided by grants from the central government come into this category (see 
page 298) But the company sector excludes the following bodies, some of which 
are in fact incorporated under the Companies Act as Statutory Companies by 
Royal Charter, or under the Industrial and Provident Societies Act:

(a) the public corporations—mainly the bodies managing the nationalised
industries;
(b) the trading enterprises of the central government and local authorities;
(c) corporate bodies treated as part of the system of public authorities but 
not as trading enterprises—for example, the Regional Hospital Boards, which 
are bodies corporate under the National Health Service Act, 1946, and the 
Honourable Artillery Company, incorporated by Letters Patent;
(d) private non-profit-making bodies serving persons: universities, direct 
grant and other non-profit-making independent schools, charities, churches, 
clubs and other societies, trade unions and friendly societies such as mutual 
insurance societies (but co-operative societies and building societies are treated
as companies); _ . , . ,
(e) agricultural companies, which, for statistical convenience, are excluded
because they are included with individual farmers and partnerships in the 
personal sector (see page 142).
The sector accounts for companies represent the transactions of a particular 

kind of trading body, not the transactions in a particular area of economic 
activity. The area covered by the company sector changes substantially over 
time, because of nationalisation and denationalisation, the transfer of particular 
activities between government and private hands, the transfer of the residence 
of companies between this country and abroad, and the incorporation of unin
corporated businesses. Total company profits may fall on account of nationalisa
tion or may rise because a nationalised industry has been returned to private 
ownership. The table given below shows the gross trading profits of all companies 
(as in Table 1 of the 1967 Blue Book) and the gross trading profits of those 
companies that were not nationalised at any time during the period. The same 
considerations apply, of course, to the changes in interest and dividend payments, 
and other items in the company accounts. For some purposes, the more signifi
cant changes are those shown by the combined accounts of companies and public 
corporations, as given in the corporate appropriation account (Table 3 of the 
1967 Blue Book).

pgnnanencc.

Gross trading profits
£ millioa

1938 1946 1950
1

1955
1

1960 1962 1963 1964 1965 1966

All companies . . .  
Non-nationalised

690 1,476 2,126 2,904 3,771 3,629 4,143 4,645 4,867 4,646
4

companies . . . . 570 1,335 2,077 2,821 3,596 3,519 4,017 4,495 4,726 4,511

Source: 1967 Blue Book, Tables 1 and 34 and earlier Blue Books for 
figures for the years 1938, 1946, 1950 and 1955
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204 Companies

Financial companies

For the analysis of financial transactions between the sectors, the company sector 
î s divided into two parts, financial companies being distinguished from in L L ia l

accepting houses, discount houses, the trustee savings banks, thrin^stm en;

finance companies and certain other institutions which accept deposits unit 
trusts, investment trusts quoted on the London Stock Exchange*  ̂insurance 
companies, superannuation funds and certain special finance agencies su S  as 
the Agricultural Mortgage Corporation and the Industrial an̂ d Commereial 
Finance Coiporation. Superannuation funds are included with financial com- 
pames even though relatively few of them have corporate status, because their 
liabilities are similar to those of life assurance companies. The income of financial 
companies is derived mainly from transactions in financial assets, that is from 
lending and borrowing. Broadly it is Order XXI in the Standard Industrial 
Classification 1958 with the exception of property companies, which derive their 
income mainly from the ownership of land and buildings. In the industrial 
analysis property companies are included in the industry ‘Insurance, banking and 
finance , but m the sector analysis the relevant group is financial companies and 
property companms are included with industrial and commercial companies 

A problem which has always caused some difficulty in national accounting 
statistics IS the measurement of the contribution of financial companies to gross 
domestic product, consistent with that of other industries. The contribution to
gross domestic product of an enterprise is measured by its ‘net output’__the
excess of its receipts from the sale of goods and services over its operating 
expenditure on goods and services from other enterprises. Net output in this 
sense includes provision for depreciation but excludes stock appreciation. The 
same definition must be applied to financial companies to reach an all industry 
total that can be called the total output of goods and services. But the application 
of this definition to financial companies produces a paradoxical result The con
tribution to gross domestic product of a bank, for example, is the excess of bank 
charges and commissions received from depositors (the only receipt by banks 
directly related to the services they supply) over the operating expenses for office 
materials, furniture, rent, etc. (their only purchase of goods and services from 
other enterprises). This net output is naturally small. Moreover, the element of 
profit obtained by deducting wages, salaries, etc. from net output in the same way 
as for other industries, is usually negative; wages, salaries and purchases of goods 
and services from other enterprises normally exceed receipts from bank charges 
and commissions. The reason for this peculiarity is that banks derive their 
income by lending money at a higher rate of interest than they pay on money 
deposited with them; and in the national accounts interest receipts and payments 
are regarded as transfers and not as receipts and payments for a financial service. | 
This income in a sense subsidises the provision by banks of those services for ' 
which inadequate payment is received in the form of bank charges and com
missions. Other financial companies are analogous to the banks in the way in ' 
which they derive their income, many of them doing so almost entirely from the '
difference between the rates of interest which they charge and the rates which 
they themselves pay.

A possible solution is to treat all (or part) of the net receipts of interest by ' 
financial companies as being in effect a payment, in addition to bank charges, i
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etc., for general financial services rendered. This would increase the tJrofit 
incomes of financial companies to a figure nearer to that in their published 
accounts. At the same time it would be necessary to impute to other sectors a 
charge for these financial services. In so far as these purchases are made by 
businesses they would be treated like raw materials or any other intermediate 
goods: the imputed cost of financial services would be regarded as an additional 
cost of production, and their profit incomes would be reduced by the same 
amount as profits of financial companies were increased. If all financial services 
were rendered to businesses the problem would be reduced to that of determining 
whether the net interest income of financial companies should be regarded as 
generated in that sector or outside it.

Some financial services, however, are rendered to persons and public authori
ties, as customers of banks and as borrowers from banks and other financial 
companies. The imputed charge for these services to final consumers would 
therefore have to be treated as final expenditure, mainly as a part o f consumers’ 
expenditure on goods and services. To this extent the imputation would involve 
an increase in total final expenditure and in national income.

To carry through this kind of solution would require the allocation o f the 
charge for financial services to specific industries and sectors. The standard 
international systems o f national accounts'^* recommend an imputation of 
financial charges on these lines, amounting to the difference between the excess 
of investment income accruing to financial concerns over deposit interest accruing 
to their depositors. They suggest that imputed bank service charges be distri
buted in proportion to the bank deposits held by each industry or sector. How
ever, this recommendation is likely to be changed in the revision o f the inter
national system which is now in progress. In the United Kingdom insufficient 
evidence is available to determine the allocation o f imputed charges for all 
financial services between sectors and between industries. It is believed that the 
assumptions involved in the distribution of these imputed charges, which for 
all financial concerns currently amount to over £1,000 million a year, would 
be more misleading than the paradox of financial concerns appearing to make a 
steady annual loss.

The distribution of gross domestic product by industry (Table 17 in the 1967 
Blue Book) sets out the position in ‘Insurance, banking and finance (including 
real estate)’ for 1966 as follows:

f  million
Income from employment.......................  841
Gross profits and other in com e............  1,118
Rent.............................................................. 459
Adjustment for net interest.....................  —1,344

Total contribution to total domestic 
income.....................................................  1,074

The second and third lines constitute profits as normally understood—except 
that depreciation is not treated as a current cost and that certain gains and losses 
on investments, treated as trading profits or losses for tax purposes, are not

(0  A System o f  National Accounts and Supporting Tables, United Nations, New York, 1964, 
and A Standardized System o f  National Accounts, OEEC, Paris, 1959.
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on nfo 7̂  Th f  definition of the rent income included here is given

of the financial concerns can be added to those of other industries to ma'ke up
!frPseT national income. In the alternative system o^
presentation described above, under which a charge for financial servit^ would
be imputed to the customers of financial concerns, the second line unadjusted
would remain as the profits of the insurance, banking and finance industry and
there would be no adjustment for net interest. Part of the £1,344 million for
financial services would be attributed to businesses and be deducted in some
way from the profits of all other industries; and total final expenditure and
na lonal income would be greater than now shown by the part of the £1 344
‘"‘1!'°° consumers’ purchases of financial services.
1 0  companies by industry (Table 35 of the
1967 Blue Book) shows the profits, excluding rent, of the insurance, banking and
finance industry as normally understood. They are comparable with the profits
shown m the second line of the table in the preceding paragraph. But, though

to companies only and exclude 
the substantml number of unincorporated businesses—for example, stock
brokers within the insurance, banking and finance industry. The adjustment
for net interest is included in Table 35 along with certain other adjustments in 
the Item Adjustments’.

Life assurance companies, including industrial assurance and collecting 
societies, and superannuation funds are treated differently from other financial 
companies, since their funds are treated as the property of the personal sector 
(see page 100) while the business itself is in the company sector. The treatment of 
life assurance companies in the national accounts is thus to include that part of 
their profits which accrues to shareholders in company profits, while that part 
which accrues to policy holders in the form of bonuses is attributed to the 
personal sector. The income of life assurance and superannuation funds from 
rent, dividends and net interest is included in personal income. Consumers’ 
expenditure includes as expenditure on life assurance the management expenses 
and profits accruing to shareholders of the insurance companies and the expenses 
of superannuation funds (see page 181). The increase in the funds forms part of 
personal saving which represents a claim by the personal sector on the funds.
The capital formation of the funds and their financial transactions are included 
with those of financial companies (see page 413).

The treatment of trustee savings banks also differs from that of other financial 
companies because the funds of the ordinary departments are managed by the 
central government. Deposits with these departments are therefore regarded as 
national savings received by the central government and interest paid to the 
trustees is regarded as being paid directly to the depositors in the personal sector.

2. THE PU B L ISH E D  TABLES
The Blue Book gives appropriation and capital accounts for all companies, and 
also for industrial and commercial companies and for financial companies 
separately. An appropriation account is also given for companies which have 
never been nationalised. No production accounts are available for the company 
sector. The appropriation and capital accounts of all companies are also pub
lished on a quarterly basis in Financial Statistics, together with separate capital 
accounts for industrial and commercial companies and financial companies.
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APPROPRIATION ACCOUNT

The appropriation account in the 1967 Blue Book for all companies is shown in 
the table below. ,

Company appropriation account, 1966
£ million

Income Allocation o f income

are coiiipa«hi!''^’ ;
preceding parapran?^^® I

«i businesS'^ '

ng mth cei

Income arising in the United 
Kingdom:

GrosstradingprofitsUX2»0) ..

I Rent and non-trading income.

4,646

1,351

Total

Income from abroad*-*'

assurance and collecting ■ 
erently from other financial ■ 
)2rty of the penonal sector 
my sector. The treatment of' 
thus to include that part of 
any profits, while that part 
onuses is attributed to the 
superannuation funds from ' 
sonal income. Consumers’ 
e the management expenses; 
companies and the e.xpenses 
i in the funds forms part of 
rsonal sector on the funds. 
al transactions are included ■

5,997

1,362

die. from that of otte taca
„  departments are managed b) tit
Tjartments are tberete

Total 7,359

Dividends and interest:
Payments:

Debenture in terest............. 230
Dividends on preference

sh ares................................ 121
Dividends on ordinary

sh ares................................ 1,633
Co-operative society divi

dends and interest........... 51
Interest on building society

shares and deposits......... 314
Other interest paid by

banks, etc.......................... 303

■ 2,652
Additions to dividend reserves - 6 2

Current transfers to charities.. . 30
Profits due abroad net of United

Kingdom tax'-*' ..................... 220
United Kingdom taxes on

income:
Payments on profits due

abroad .................................. 190
Payments on other profits. . . . 567
Additions to reserves on pro

fits due a b ro a d ................... - 4 0
1

Additions to reserves on other
profits.................................... 376

Taxes paid ab road ..................... 548
Balance: undistributed income

after taxation'*’....................... 2,878

Total ............................................ 7,359

Source: 1967 Blue Book, Table 30 
u» Before providing for depreciation and stock appreciation.
‘2’ Including United Kingdom branches and subsidiaries of non-resident parent companies. 
‘3> After deducting payments of selective employment tax and before allowing for refunds or 

premiums due but not yet received.
*•*’ After deducting depreciation allowances but before providing for stock appreciation.

Very broadly, the appropriation account of companies corresponds with the 
profit and loss accounts and appropriation accounts presented by companies to 
their shareholders. But there are some substantial modifications to normal 
accounting practice both in the content of the items, for example the omission 
of any provision for depreciation, and in the form of presentation.

Gross trading profits
The opening entry in the account, and the chief source of company income, is the 
gross trading profits of all companies operating in the United Kingdom. This
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figure, representing earnings from production and trade in the United Kinsdom
companies in the gross national product (their 

actor income) and appears as one of the constituents of the national income
for example in Table 1 of the Blue Book. Profits of United Kingdom branches 
and subsidiaries of overseas parent companies are included and profits of

These profits may be regarded as the total surpluses carried forward from a 
series of production or operating accounts for each company. Such operating 
accounts would contain under payments the current purchaLs of goods and
thrnnrch°”’ “f United Kingdom and from abroad and
the purchase of labour services from the firms’ own employees; under receipts
va1np'of"f'  ̂ t  “‘!f g°°ds and services plus increases in the
S t s  sh?uU b e lr e d  ‘^^ding

profits depreciation as a current cost before reckoning

(b) no provision is made for stock appreciation or depreciation (that part of

r e X n b g  profil‘d on stock values) in
(c) all interest payments are treated as appropriations of income, not as 
operating expenses deducted in reckoning profits;
(d) income from owner-occupied trading property is included
For national income purposes, trading profits should properly be differently 

defined. A charge for depreciation, representing as nearly as possible the use of 
fixed assets during the year at the prices of the year, should be included in current 
operating costs before striking the profits balance. And stock appreciation or 
depreciation—that part of accounting profits due to the effect of price changes on 
stock values should be excluded from profits. Trading profits are not defined 
in this way mainly because of the difficulties of estimation (see Chapter I). An 
approximate allocation by sector of both capital consumption and stock appre
ciation is published, however, in the section of the Blue Book on capital for
mation (see Chapters XII and XIII).

Rent and non-trading income
To companies’ gross trading profits from production and trade in the United 
Kingdom must be added their rent and non-trading income. This item refers 
only to such income arising in the United Kingdom. It consists mainly of rents, 
other than the income arising from owner-occupied property, and interest. 
Since the table is a consolidated account for all companies, income of this kind 
received from United Kingdom resident companies is omitted and the item is 
confined to property income received from other domestic sectors—the personal 
sector, public corporations and public authorities. The income of the life funds 
of life assurance companies and of superannuation funds is not included as the 
funds are regarded as the property of the personal sector.

Among the main constituents of the non-trading income of the company 
sector are interest received on public debt, interest on bank advances to the 
personal and public sectors, and mortgage interest received from the personal 
sector by building societies. The bulk of this income is received by financial 
companies. The whole of company non-trading income is regarded as transfer

:
?1

coniia"̂ -

towe® e 214)
thus

mere are ' 
portfoEo investo®' 
teome. Income on
tods and interKt pa^. 
rtetlier remitted to the
todends and parent coi 
subsidiaries, and mteresi
these branches and subsic
Kingdom but operate m£ 
panies-their operations
branch, From 1963 the i 
from their overseas bran 
income. Previously they' 
as investmentmeome bt
treatment from 1963 ha 
information. Other invesi 
oil companies and of in 
Broadly speaking, the eai 
transactions of United

V U

’I -



IS?

Profi,3T."ofthe
■ consti Kii
Profit
|P^es

% o ®

- ‘ 5 ? '

? > «  b
’Panies Kiare

“̂»Pluses

ranches

 ̂ each *̂°rv(’ar(i f
thp. ■" ®̂panv «jn u a

^  fta-n , »oni abroad and
Underemployees.

sendees I D  îpts
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income and is excluded as such from the calculation of gross domestic product 
and national income; it is treated as income redistributed from other sectors to
companies.

Income from abroad
Company income earned abroad is estimated for the balance o f payments net o f  
depreciation provisions and foreign taxes. For the national income accounts, 
however, foreign taxes are added back and an offsetting payment is shown 
separately (see page 214). Company income from abroad, unlike gross trading 
profits, is thus measured after allowing for depreciation provisions. Some 
information on depreciation is available from the Board o f Trade inquiry into 
overseas direct investment but it is not complete: in 1965 depreciation totalled 
nearly £200 million for direct investment excluding oil.

There are three main categories of income included in this item; income on 
portfoUo investment abroad, income on direct investment, and other investment 
income. Income on portfolio investment abroad relates solely to remitted divi
dends and interest payments. Income on direct investment includes the earnings, 
whether remitted to the United Kingdom or not, of non-resident branches, the 
dividends and parent companies’ share of undistributed income of non-resident 
subsidiaries, and interest on loans by United Kingdom parent companies to  
these branches and subsidiaries. Where companies have head offices in the United 
Kingdom but operate mainly abroad—as do many plantation and mining com
panies—their operations abroad are regarded as undertaken by a non-resident 
branch. From 1963 the net earnings of United Kingdom insurance companies 
from their overseas branches and subsidiaries are included in direct investment 
income. Previously they were included in the balance of payments accounts not 
as investment income but as receipts from the sale of services. This change of 
treatment from 1963 has not been carried backwards, however, for lack of 
information. Other investment income is largely the earnings o f United Kingdom 
oil companies and of interest earned by companies on trade credits granted. 
Broadly speaking, the earnings of oil companies represent the surplus on current 
transactions of United Kingdom companies from operations abroad. Such 
earnings are estimated from cash flows. For various reasons, they do not corres
pond precisely to profits earned abroad. They include, for instance, the value of 
services rendered by the parent company to subsidiaries and associates abroad.

Definitions of resident and non-resident companies, of direct and portfolio 
investment, together with a description of the sources of the various estimates, 
will be found in the chapter on international transactions (Chapter XV).

Property income from abroad is now defined in the same way in the national 
income accounts as in the balance of payments accounts. All income from 
abroad is included in ‘Income from abroad’, and both ‘Gross trading profits’ 
and ‘Rent and non-trading income’ relate solely to such income arising in the 
United Kingdom. It is no longer necessary to include in the company approp
riation account an item ‘Balance of payments adjustment’ such as appeared in 
the 1960 and earlier Blue Books. The estimates for all years have been put as 
far as possible on to a consistent basis although the adjustments to the years 
before 1958 are necessarily approximate (see page 464).

Included in the estimates of income from abroad, and correspondingly 
profits due abroad, are the unremitted profits of branches and subsidiaries 
abroad. Unless these are included the contribution of companies to gross national

=1

.<■1

VI- . A

AT-

1

X
•ilS

V h
t . /

v:
•j f AT ■4 r- -P* 'j 'iiA•. :

11 «< f
1J' -s

I .lk
•U4 .V3 11*I • r.7•*

r ••>'j*V*>'i 1 ‘ U
I • .< c



Al

••

iii

- j |

m u:^i-
m

ri-i' ).>1*-

&
•Iv

»v*

4C

A-

210 Companies

V

.and to

CeofP̂ r
product and saving is incorrectly stated, for gross domestic canity]
Ki^edom^of^^^^ 'H  ̂expenditure of branches and subsidiaries in the United

abroad by United Kingdom companies Consequen.i; for t  co ntr  ̂:  "a , 
who e unless unremitted profits and dividends are taken into account the  ̂ ^ i d e a t » «

abroad wo'ul'beTn eTor

Dividends and interest

Payments of dividends and interest include debenture interest, preference 
dividends and ordinary dividends. Dividends and interest paid by co-operative 
societies and interest on building society shares and deposits are shown separ!

miscellaneous interest payments, nearly all of 
which IS bank deposit interest. As on the income side of the account, dividend 
and interest payments by one United Kingdom company to another are excluded 
Also excluded are the dividends of United Kingdom subsidiaries to their non
resident parent companies, since these are taken into account in the item Trofits 
due abroad net o f United Kingdom income tax’.

All dividend and interest payments are shown before deduction of income tax 
although m fact companies normally deduct income tax at the standard rate 
before payment. Before the introduction of corporation tax, a company was 
assessed to mcome tax on the whole of its taxable income whether distributed or 
not. When dividends and interest were paid from this income companies were 
not required to account for the tax deducted from the dividends and interest 
paid. The 1965 Finance Act introduced corporation tax in place of income tax 
on company profits and required companies to deduct income tax from dividends 
and interest at the time of payment and remit the tax to the Inland Revenue.
This system first affected company profits in accounting years ending in 1965/66 
and dividends and interest paid in 1966/67.

The recipient of dividends and interest has always been assessed to tax by 
reference to the whole of his income, including dividends and interest before 
deduction of tax. In his tax assessment, allowance is made for the tax already 
deducted on payment by the company. Thus a shareholder liable to surtax is 
charged on the gross amount of a dividend before income tax was deducted. 
And, if a shareholder is not liable to income tax at the standard rate, he may 
recover from the Inland Revenue tax that has been deducted by the company. 
The deduction of tax at source, wherever possible, before income reaches its 
ultimate recipient, has been described as the keystone of the United Kingdom 
income tax collection system. But one result of this system is that the precise 
amount of tax falling on the final recipient of the income subject to tax can 
rarely be obtained directly from the records.

Payments of ordinary dividends other than interim dividends, and to a lesser 
extent of dividends on preference shares, are in most cases distributions out of 
income earned in a previous year. Hence companies may be regarded as making 
an appropriation out of the year’s profits for distributions that will not in fact 
be made until the following year. Since for some purposes the accruals of divi
dends are more significant than the actual payments in the year, allowance is 
made by adding an item ‘Additions to dividend reserves’, representing any esti
mated excess of accruals of dividends over actual payments. Thus the figure of 
accruals (payments p/iw addition to reserves) is the appropriate figure to relate to
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profits earned in the year, and to use in making an estimate o f savings, but the 
figure of payments is required to match the corresponding figures o f receipts by
other sectors.

Current transfers to charities
This item represents identified contributions by companies to non-profit-making 
bodies in the personal sector. The estimates cover covenanted and uncovenanted 
contributions not allowed as a business expense.

Profits due abroad net o f  United Kingdom tax
This item consists of profits, net of depreciation provisions, of United Kingdom 
branches of non-resident companies plus the share o f net profits of United 
Kingdom subsidiaries, whether distributed or not, accruing to non-resident 
parent companies. In the case of United Kingdom subsidiaries o f non-resident 
oil companies it is the net earnings remitted abroad which are included, estimates 
of net profits being unavailable. Some information on depreciation is available 
from the Board of Trade inquiry into overseas direct investment, but it is not 
complete: in 1964 and 1965 this was of the order of £100 million for direct 
investment excluding oil.

United Kingdom taxes on income
The taxes covered by this item were changed by the Finance Act, 1965, under the 
provisions of which companies became subject to corporation tax instead of 
income tax and profits tax. In earlier years, taxes on company income also 
included excess profits tax, which was repealed in 1946, and excess profits levy 
which was repealed in 1953.

The table shows two items: tax payments and additions to tax reserves. Tax 
payments relate to actual payments o f tax in the calendar year. However, an 
alternative concept o f tax accruals in the year, that is of tax ultimately to be 
paid in respect of trading and non-trading income of the year, is also of impor
tance because it is regarded as good accounting practice for companies to set 
aside in their accounts the money they expect to pay in tax against the income 
on which the tax is assessed. For any individual company the amount to be put 
aside to meet taxation each year will then consist of the tax at current rates on 
current income plus any changes necessary to the previous year’s tax reserves 
because rates of tax have changed; this will relate to the company’s own account
ing period. The total of such amounts, or the accruals of tax for all companies, 
is estimated by reference to the aggregate of accounting periods ending in the 
fiscal year up to 5 April; but since the average of such accounting periods is close 
to the calendar year little accuracy is forfeited by taking this as the accruals of 
tax for the calendar year. The item ‘Additions to tax reserves’ is simply the excess 
of tax accruals in the year over tax payments in the year. For most purposes the 
figure of tax accruals is the appropriate deduction from gross profits for the 
analysis of the trend of profits after tax and of saving. It often varies widely from 
tax payments because of changes both in the level of profits and in the rates of 
tax and capital allowances. In particular, the change in the tax system introduced 
in the Finance Act, 1965 affects tax accruals from 1965 onwards and, although 
there were no substantial payments of corporation tax until 1967, tax payments 
in 1965 especially were heavily affected by the provisions for transition from the
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oW to the new system, Also, the withdrawal of investment allowances and the 
changes m initial allowances from 17 January 1966, when investment grants 
were introduced, increased tax accruals from 1966. ^

Before the change in the system of taxation, companies were subject to both 
profits tax and income tax. Changes in the rate of profits tax made in a Budget 
normally applied only to the profits made after the financial year then ending on 
31 March Assessments were raised on the profits of the company’s accounting 
I^nod with different rates applied to the profits of the periods before and after 
the date o f change of rate. Companies could therefore set aside the profits tax 
which would eventually be payable in full knowledge of the correct rate Profits 
tax was payable one month after assessment, which might take place at any time 
up to S IX  years after the end of the accounting period, but was usually made 
possibly in estimated form, within a year. ’

Income tax, on the other hand, was assessed upon profits made by companies 
in their own accounting periods ending in the fiscal year up to 5 April and the 
rate of tax, which was fixed in the Budget normally about the end of the fiscal 
year, applied to profits in the whole of the accounting period ending in that year. 
For example, the profits earned in accounting periods ending within the twelve

 ̂ normally formed the basis of income tax assessments
for 1963/64 at the rate determined in April 1963, and the tax became payable on
1 January 1964. The profits were earned mainly in 1962 but, at the end of 1962 
the tax due in 1964 might be affected by tax rates fixed in the next Budget. ’

Companies were assessed to income tax on the whole of their taxable income 
whether distributed or not, but they were not required to account for the tax 
deducted from dividends and interest paid. The tax payments by companies 
shown in the table for the period covered by the old system are net, after deduct
ing the amounts withheld from dividend and interest payments which in the 
national accounts are regarded as falling on the recipients of the dividends and 
interest. They therefore consist of profits tax on the whole profits and income tax 
on the undistributed profits only. Tax accruals likewise are the net amount that 
companies estimate they will have to bear after crediting the income tax at the 
rates current at the end of their accounting periods which they will pass on to 
recipients by deduction from dividend and interest payments. Hence, additions 
to reserves are reduced by the excess of tax at the current rate on the dividend 
reserves at the end of the year and tax at the preceding year’s rate on the dividend 
reserves brought forward from that year.

For most companies, the last assessment to income tax was for 1965/66, on 
the basis of profits made in accounting periods ending in the fiscal year 1964/65; 
the first assessment to corporation tax was in 1966/67 on the basis of accounting 
periods ending in the fiscal year 1965/66, with corporation tax first becoming 
payable on 1 January 1967. Like profits tax, corporation tax is assessed on the 
whole of accounting periods, with apportionments on a time basis where two 
rates of tax are involved. Normally the rate of tax for a financial year will be 
fixed as for income tax, just after the end of the financial year. The tax is payable 
nine months after the end of the accounting period, but existing companies can 
continue to pay the tax after the same interval as they paid income tax. As pre
viously, the estimate of tax accruals is made by reference to the rate of corpora
tion tax in force during the calendar year, for example in 1967, since it was 
announced in November that the rate for profits earned in 1967/68 would be 
increased from 40 per cent to 42^ per cent in the next Budget, tax accruals for
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1967 are calculated accordingly, with the higher rate applying to profits earned 
after 31 March 1967.

In addition, for 1966/67 and subsequent years, companies have to account lor 
the income tax deducted generally at the standard rate from any distributions 
they make. In so far as this is paid to the Inland Revenue in the same year, it 
does not affect the tax payments of companies. In general, companies which 
receive income under deduction of income tax, such as interest on some govern
ment securities, local authority securities, or taxed interest or dividends from 
other companies, can set off the tax on that income against the income tax 
deductible from the distributions they themselves make. To this extent, therefore, 
income tax reaches the Inland Revenue only on the amount of income distri
buted by way of dividends and interest outside the company sector. But also, if 
income tax suffered by deduction on income received, other than taxed dividends 
received from other companies, exceeds tax deductible from interest payments, 
it may be set against the company’s corporation tax liability; and if the company 
has otherwise made a loss, it may, subject to certain conditions, claim a repay
ment of income tax suffered. Any excess of income tax suffered by deduction 
on dividends received can likewise be repaid. Further, it is assumed that under 
the new system a gross reserve is allocated for interest and dividend payments 
and for the tax due on them; hence no adjustment is needed to the.addition to 
tax reserves item for a change in the rate of tax deducted from dividends, since 
this is supposed to cause no change in the total allocated for distribution, but 
only in its apportionment between tax deducted and net distributions.

The 1965 Finance Act also contained provisions designed to ease the transition 
from one form of taxation to another—in particular, the making of transitional 
relief payments to companies who lost some of the concessions previously assoc
iated with income subject to overseas tax, and the abatement of Schedule 12 
income tax in the first year to companies who were judged to have paid dividends 
out of income which had already borne income tax and profits tax. The net 
effect of these provisions was to relieve them of taxation and thus to reduce 
their net payments of tax, shown in the national accounts.

From 1967 company taxes on income therefore consist of corporation tax 
plus the net income tax suffered on investment income less receipts by companies 
of overspill relief in respect of overseas tax not relieved against corporation tax. 
In addition, tax payments include an adjustment for changes in the amount of 
income tax in the hands of companies. Companies deduct tax from wages and 
salaries under PAYE and the corresponding amounts due to be paid by com
panies to the Inland Revenue are paid only after an interval. The same consider
ations now apply to the income tax deducted from dividends and interest under 
Schedule 12. This adjustment is of more importance for the quarterly estimates 
than for the annual ones.

A footnote to the appropriation account in the Blue Book shows the tax 
payments and tax accruals for companies and shareholders combined. These 
figures are obtained by adding to the figures of taxes on companies, income tax 
at the standard rate deducted from their dividends and interest payments, .This 
addition is not the tax ultimately suffered by the recipients of these payments; 
the rate of tax suffered by any shareholder is affected by his personal circum
stances and his total income from all sources, and may therefore be higher 
(because of surtax) or lower (because of personal reliefs and reduced rates of
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tax) than the standard rate o f income tax. The figures are nevertheless useful in 
analysing the trend of the total tax burden on loan and share capital holders.

Taxes paid abroad
This item consists of the taxes paid to overseas governments and authorities on
the income of overseas branches and subsidiaries of United Kingdom resident
companies, and on company income from portfolio investment abroad. Ta.xes
which are regarded as part of operating expenses, including most mining 
royalties, are excluded.

Undistributed income
The residual balance carried forward to the capital account comprises the com
pany sector’s undistributed income after taxation before providing for depreci
ation and stock appreciation. The excess of depreciation on profits due abroad 
over depreciation on income from abroad is included in this item.

CAPITAL ACCOUNT

The capital account in the 1967 Blue Book for all companies is as follows:

Company capital account, 1966
£ million

Receipts Payments

Undistributed income after tax Gross domestic fixed capital for-
ation before providing for mation ...................... 2,601
depreciation and stock apprec
iation............................................ 2,878 Increase in value of stocks and

work in progress .................. 403
Additions to dividend reserves.. . - 6 2

Net acquisition of financial
Additions to tax reserves .......... 336 assets including net invest

ment abroad .......................... 169
Capital transfers (n e t ) ................. 21

Total ............................................. 3,173 Total ....................................... 3,173

Source: J967 Blue Book, Table 31

The capital account is the link between the appropriation account and the 
financial account. The receipts consist of company gross saving, additions to 
dividend reserves, additions to tax reserves, and net capital transfers, the first 
three items being brought forward from the appropriation account. In the first 
half of the 1960’s capital transfers consisted mainly of receipts of central govern
ment grants to assist industry less contributions by companies towards the capital 
cost of connecting their premises to the electricity supply. In the 1950’s receipts 
of war damage compensation were also important. From 1967 this item is much 
more important because it includes receipts of investment grants in respect of 
capital expenditure after 17 January 1966.

On the payments side are gross domestic fixed capital formation and the 
increase in the value of stocks and work in progress; these items are described in 
Chapters XII and XIII respectively. Since company saving is recorded before any 
deduction for stock appreciation, it is the increase in the value of stocks and work
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in progress, and not the value of the physical increase, that must be included. 
The residual item, ‘Net acquisition o f financial assets including net investment 
abroad', shows the extent to which capital receipts are more or less than sufiicient 
to pay for company capital formation. The financial accounts, shown in the 
financial accounts section of the Blue Book and described in Chapter XIV, show 
how this surplus or deficit is invested or financed.

OTHER BLUE BOOK TABLES

Appropriation and capital accounts o f  industrial and commercial companies and 
financial companies
The basic difference between these accounts and those for the company sector 
as a whole is the inclusion of flows between industrial and commercial com
panies and financial companies. In the accounts for all companies all inter
company payments are consolidated out; but for these accounts only receipts 
and payments within the two sub-sectors are consolidated out. In particular, 
receipts of dividends and interest by financial companies from industrial and 
commercial companies and payments o f dividends and interest by financial 
companies to industrial and commercial companies are recorded.

The accounts for these two sectors follow the same principles as those for the 
company sector as a whole but some differences in treatment arise because of 
lack of adequate information and less detail is given. Additions to dividend 
reserves are not shown in the appropriation accounts and the residual saving 
item includes additions to dividend reserves. Additions to tax reserves are not 
shown separately from United Kingdom tax payments and only the United 
Kingdom tax accruals are given in the appropriation accounts. In the 1967 Blue 
Book all of the current transfers to charities were attributed to industrial and 
commercial companies, although it has subsequently been estimated that about 
one-tenth of the contributions are made by financial companies. The negative 
gross trading profits for financial companies arise from the exclusion of net 
interest receipts (see page 204).

In the capital accounts, additions to tax reserves, net capital transfers and 
investment in stocks and work in progress are all assumed to be negligible for 
financial companies; none of these items appears in the capital account for 
financial companies and the estimates for the whole company sector are attri
buted to industrial and commercial companies. For investment in stocks, little 
error is likely to arise from this assumption as financial companies hold only 
very small stocks.

Separate capital accounts for industrial and commercial and for financial 
companies are available only from 1959 onwards because of lack of information 
about gross domestic fixed capital formation in earlier years.

Appropriation account o f non-nationalised companies
This account relates to companies never nationalised at any time since 1938. 
Because of nationalisation and denationalisation, the area of the company 
sector has changed from time to time, whereas the coverage of this table is the 
same for all years shown. From 1956 to 1966 the industries principally affected 
are steel and road transport. The adjustments needed to the account for all 
companies are provided by the Inland Revenue, except for non-trading income, 
to which an arbitrary adjustment is made.
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Trading profits by industry
An industrial analysis of gross and net trading profits of companies operating 
jn the United Kingdom is given in Table 35 of the 1967 Blue Book. The figures 
nre based on the industrial analysis of tax assessments made by the Inland 
Revenue and published in the annual reports of the Commissioners But some 
adjustments are made to bring the coverage of the figures into line with gross 
trading profits as defined in the company appropriation account. Estimates of 
profits of co-operative societies are added to the estimates for ‘Food, drink and 
tobacco’ and ‘Distributive trades’. Profits of professional companies are included 
in ‘Other services’. Many of the adjustments required to profits as assessed for 
tax cannot be allocated in detail by industry and form part of the general 
adjustments item which is necessary to bring the sum of company profits for all 
industries into line with the total in the company appropriation account. The 
adjustments are, however, distributed over broad industry groups for the analysis 
o f gross domestic product by industry and type of income (Table 17 of the 1967 
Blue Book). The figures for ‘Insurance, banking and finance’ show profits as 
normally understood, that is including net recipts of interest and dividends, and 
the difference accounts for a large part of the adjustments item (see page 204). 
Since this table is on an industry basis, these figures include property companies

The classification used corresponds with the Standard Industrial Classification, 
1958, but the basis of assessment to tax is necessarily the financial unit and not 
the individual establishment or business unit. Hence this analysis of profits by 
industry is not precisely comparable with, for example, the Ministry of Labour 
analysis of employment by industry nor with the census of production data 
used for the analysis of wages and salaries, both of which are based on a classi
fication of establishments. There is, however, no reason to suppose that year-to- 
y'ear changes in the profits figures for the different industries are not comparable 
with the year-to-year changes in other series based on establishments or business 
units. Moreover, it seems probable that profits figures on a financial unit basis 
,are not appreciably different from those on an establishment basis for broad 
industry groups; hence the analysis of gross company profits for financial units 
is used for the analysis of gross domestic product by broad industry groups, 
given in the section of the Blue Book on industrial input and output (Table 17 
.of the 1967 Blue Book, see page 68).

Net profits are also shown, the figures being the profits after deducting the 
■depreciation allowed for income tax, including initial allowances at varying 
rates and investment allowances. The Inland Revenue depreciation allowances 
^re described in the annex to Chapter XU. The resulting figures of net profits 
■differ from those which would be obtained by deducting the estimates of capital 
xonsumption made for the national accounts and shown in Table 62 of the 1967 
Blue Book (see page 383).

Because of the nature of the material from which the figures are compiled, as 
described above, it is not possible to give this industrial analysis of profits for the 
most recent year.

QUARTERLY TABLES
A quarterly appropriation account for all companies is published in Financial 
Statistics and the estimates of undistributed income are divided approximately 
between industrial and commercial companies and financial companies. For the 

.quarterly accounts undistributed income, or saving, is defined differently from
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the annual accounts and the quarterly estimates of saving include indistinguish- 
! ably changes in dividend and tax reserves. The quarterly appropriation account 
' has been published on a consistent basis from 1960. The account is seasonally 

adjusted. Quarterly capital accounts, dating back to 1962, are also published in 
Financial Statistics separately for industrial and commercial companies and 
for financial companies.

An acute problem with the quarterly estimates, which is much less important 
, for the annual figures, is whether transfer income and payments should be 
measured on an accruals or on a cash basis. For instance, whether interest on 
company holdings of government securities, or interest on bank advances, 
should be included to the extent it has accrued or to the extent it has been paid. 
It is usual for bank borrowers to pay interest on bank advances at the end of the 
second and fourth quarters, so there is an appreciable difference between the 
two bases. The national accounts are generally on an accruals basis (see pages 
36 to 39). In some cases, however, the data available do not permit quarterly 
estimates of accruals to be made with any confidence; in others accruals are 
more easily estimated than payments. A compromise solution has therefore 
been adopted: some items are on an accruals basis and some on a payments 
basis but, as far as possible, each item is treated consistently throughout the 

, accounts so that transfers between domestic sectors cancel out. In the case of 
taxes on income, which are essentially assessed on an annual basis, quarterly 
estimates are made of payments only. Also on a payments basis are the quarterly 
estimates of dividends on both ordinary and preference shares, and debenture 
interest, which become payable on certain dates and are included in the figures 
at that time. As far as possible, interest receipts from the central government 

. are recorded on a payments basis because they are included in the government 
; accounts as they are paid. Other interest receipts and payments are generally 

estimated on an accruals basis.

3. ST A T IST IC A L  S O U R C E S :  P R O F I T S  A N D  O T H E R  I N C O M E
OF C O M P A N I E S

■ beiD® the profits after deducting the! 
; 2 g  initial aUowances at v.rv'ing

PROFITS

nts

The main basis of the estimates of company profits is the information collected 
by the Inland Revenue in the course of assessing companies to income tax and, 
from 1965/66, to corporation tax. Most of the data required, both for the total of 
company profits and its analysis by industry, are derived from Inland Revenue 
records and estimates. A summary description of the Inland Revenue terms is 
given in Appendix III.

The estimation of company profits is complicated by several factors, in 
particular:

(a) Companies are normally assessed to tax on the basis of their incomes in 
their own accounting years; for the national accounts, however, figures for 
calendar years are required.
(b) The process of determining the level of profits of an individual company 
for tax purposes is often lengthy; hence the estimates for a number of recent
years may be subject to continuous revision until virtually all assessments 
reach their final stage.
(c) Losses may be used for the relief of tax in years other than those in which 
they are incurred, which are the relevant years for the national accounts.
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(d) There is inevitably a time lag between the end of a company’s accounting 
year and the assessment of its profits by the Inland Revenue. It is some time 
before accounts are submitted to the Inland Revenue and there is a further 
lapse of time before their assessment and analysis is completed. Even if all 
assessments could be completed within the income tax year and all records 
tabulated—which in fact cannot be done (see (b) above)—there would be a gap 
of fifteen months between the end of the calendar year in which the bulk of the 
profits were earned and the earliest date at which statistics could be compiled. 
Consequently, for the calendar year just past no assessments are available on 
which to base profit estimates, and only partial data are available for the 
previous calendar year.
No attempt was made to deal with the first of these complications until 

quarterly estimates of profits became available. Since 1955 the Inland Revenue 
has made estimates of profits earned in each quarter of the year from returns 
made by a sample of companies, and these estimates have been used to adjust 
accounting year figures to a calendar year basis. Estimates of company profits 
are on this basis from 1955 onwards but no adjustments have been made to 
profits of earlier years. The estimate of gross trading profits in 1955 calculated 
on the old unadjusted basis would be £28 million, or about 1 per cent, lower than 
on the new basis. To circumvent the fourth difficulty—the estimation of profits 
before tax assessments become available—forecasts of profits for each accounting 
year are sent by certain companies to Inland Revenue tax districts and Inspectors 
of Taxes submit preliminary reports of profits when companies’ accounts are 
received and also when they are agreed.

Accounting years
A company is normally assessed to tax on the basis of profits made in its own 
accounting year. The distribution of profits by companies’ accounting years is 
approximately as follows:

Percentage o f
Accounting years ending in: total profits

April to June ...............................................................  10
July to September ....................................................... 15
October to December................................................... 50
January to March ....................................................... 25

The average accounting year, weighted by amount of profits, ends about the 
beginning of December.

Although the bulk of the assessments made in any one year cover company 
profits in accounting years ending in the previous fiscal or financial year, some 
assessments are late and refer to earlier years. In the mid-1960’s late assessments 
accounted for about five per cent of the total amount of company income assessed 
to income tax. But under income tax some assessments were on a current year 
basis and since delay in securing information often retarded such assessments, 
they included some duplication with the late assessments and the error from 
their inclusion partly offset the error from the inclusion of late assessments.

The quarterly profits series, which is described more fully below, provides 
estimates of the profits earned in each quarter by a sample of large companies. 
By combining the quarterly figures, it is possible to reconstruct a company’s 
profits earned both in its year of account ending in any particular financial year, 
and in the nearest corresponding calendar year. The profits earned in the former
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are the basis of taxation assessment; those earned in the latter are the profits 
required for the national accounts. The ratios between the two provide a method 
of adjusting profits for each year o f account industry by industry to a calendar 
year basis.

Losses
Broadly, the losses made in a particular year o f account are not recorded in the 
assessments covering that year since firms making a loss are not liable to tax 
and so are not assessed. However, there are several ways in which a company 
can obtain relief in respect of business losses.

(a) Trading losses may be carried forward and set against trading income of 
the same trade in a subsequent year, or against interest and dividends brought 
into account as if they were trading income for corporation tax purposes.
(b) Trading losses may be set against any other income (including chargeable 
gains) o f the same accounting period. From 1953/54 under income tax, such 
losses could also be set against other income o f the following year; under cor
poration tax, they may be set against other income o f the preceding year.
(c) From 1953/54 arrangements may also be made for trading losses o f one 
company to be set against the trading income o f an associate company in the 
same accounting period.

The losses under (a) allowed in any year o f assessment on profits o f the 
preceding year are assumed to be losses of the preceding year but one. Those 
under (b) are all assumed to be losses o f the same year as the assessment. The 
losses under (c) are included in assessments made.

This method of estimation, however, may lead to error because under (a) 
some of the losses may have been carried forward more than one year; under 
(b) the loss may, since 1953, be set not against the assessment for the current 
year, but against that for the following, or now the preceding, year. Moreover, 
losses incurred by companies going steadily downhill, and never enjoying a 
profit against which to offset the losses, may never be recorded. Therefore the 
estimate o f total losses may be too low, and the estimate of aggregate profits 
too high.

The total amount of losses is substantial—of the order of £200 million in the 
mid“1960’s.

Stages in the estimation o f profits: an example
When the national income estimates are being prepared, for example in mid- 
1967, the latest year for which profits figures are available based on complete 
statistics of assessments is the last calendar year but two (1964) and the year 
before that (1963) is the latest year for which the figures can be regarded as firm. 
Statistics of assessments are only partially complete for the last calendar year 
but one (1965) and there are no assessments at all for the latest year (1966).

The statistics available for each recent year—recent, that is, in relation to the 
time at which any particular Blue Book is in preparation—and the methods 
used for estimating total company profits are described in the following para
graphs. The description is written from the standpoint of the preparation o f the 
1967 Blue Book round about the middle of 1967.

Profits earned in 1964. A first approximation to total company profits earned 
in 1964 can be obtained from tax assessments made in the financial year 1965/66, 
which cover profits made in company accounting periods ending in 1964/65
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and become available in January 1967. If the liability of a company is not agreed 
before the end of the year of assessment a provisional assessment is made. If 
this provisional assessment is too small, or part of the liability has been over
looked, one or more additional assessments will be made later; if it is too large, 
part of it will subsequently be discharged or repaid. Additional assessments 
(increases in profits) and discharges (reductions in profits) can therefore be 
considered separately. The amounts of additional assessments for 1964/65 will 
not be known until the end of 1967, but as an approximation, the additional 
assessments made in 1965/66 on company accounts ending in 1963/64 (the year 
before the accounting year under consideration) and all earlier years are added 
to the profits of 1964/65 by way of positive amendment. About half the amount 
of discharges, however, occur in the first year and nearly 80 per cent of the 
amount for the 1964/65 accounting periods will have been assessed by September 
1966. At that point the discharges and repayments outstanding for company 
years ending in 1964/65 are taken as being equal to the discharges and repay
ments assessed in 1965/66 for all years before 1964/65. The figures so adjusted 
are taken as the final estimate of profits for company accounting periods ending 
in 1964/65, assessed in 1965/66, even though they include some profits for several 
years before 1964/65, which have been in dispute, and exclude some profits of 
1964/65 which will not be agreed for years afterwards. The error introduced by 
these approximations is unlikely to exceed 1 per cent.

Although the profits of accounting periods ending in the financial year 
1964/65 are a reasonable first approximation to the profits of the year 1964, 
they contain some profits earned in the last two quarters of 1963, and in the first 
quarter of 1965, by companies whose accounting years end in the June, Septem
ber or March quarters. The next step is designed to substitute for these profits, 
the profits earned in 1964 in accounting years not ending in 1964/65. For this 
purpose the quarterly profits sample is used. A description of the sample and 
its general use is given below; it is sufficient to say here that it provides an esti
mate of the profits earned in each calendar quarter by a sample of large com
panies. Both the quarterly profits sample and the population of companies as a 
whole is classified by industry and by the quarter in which the accounting 
period ends. It is possible to construct, for the quarterly sample of companies in 
a particular industry with accounting years ending in, say, March, both profits 
for accounting years ending in March, and profits for the calendar year. The 
ratio of these two years’ profits obtained from the sample is used to convert the 
profits of all companies in the particular industry in question having accounts 
ending in March to calendar year profits. Similarly, the ratio of the sample 
profits in each industry and accounting year group to the profits of all companies 
in the same industry and with the same accounting year is used to gross up the 
profits of the sample companies in later years for which tax assessments are 
not yet available. The aggregate of the calendar year estimates of profits over 
all industries and all four accounting years gives the total profits estimate for the 
year; for example, the total of the estimated calendar year profits of companies 
having accounting periods ending in June, September and December 1964, and 
March 1965, over all industries, provides the estimate of profits for the calendar 
year 1964.

Profits earned in 1965 and 1966. For these two years complete statistics of tax 
assessments are not available. Other methods of estimation have therefore to be 
adopted and other information used.
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(a) The Inland Revenue obtains reports from tax districts o f changes in 
profits over the preceding year for a sample of accounts which have been 
received. Two reports are obtained: a preliminary report when the compariy’s 
accounts are received; and a final, more detailed report, when the computation 
of profit or loss is agreed. From 1966/67 the reports relate to all companies 
whose trading income or loss, after the deduction o f capital allowances, 
exceeds £10,000 and 1 in 20 of all other companies, serially selected. For 
earlier years, preliminary reports related to companies with gross profits of 
£2,000 or more and final reports to companies with gross profits o f £5,000 or 
more, but to no smaller companies.
(b) In addition to these figures for companies whose accounts have already 
been received, the Inland Revenue in January each year asks traders whose 
profits are likely to be £10,000 or more and who are not in the sample providing 
quarterly profits figures, to forecast their profits for their current accounting 
year in advance of the submission o f their accounts.
(c) A large sample o f companies provides quarterly estimates of profits (see 
below).
Companies in categories (a), (b), or (c), after overlapping is eliminated, are 

subdivided by industry group and accounting year. For each group the ratio is 
calculated of profits in their accounting years ending in 1965/66 to those of the 
same companies in their preceding accounting year. Similar ratios are calculated 
for profits in 1966/67 in relation to those of 1965/66. These ratios are then 
linked and applied to the estimated profits in 1964/65, based on tax assessments, 
of all companies in these groups, to obtain estimated profits of all companies in 
such groups in 1965/66 and 1966/67. As before, estimates of quarterly profits are 
used to adjust these accounting year figures to a calendar year basis.

In June 1965,-when estimates were made for the 1965 Blue Book, the propor
tions of total profits of companies covered by the various types of information 
were roughly as given below. The position at the time o f preparing the 1966 and 
1967 Blue Books has not been described at this point because, owing to the 
change in the tax system, the figures would not have been typical. The figures 
reflect the position before the coverage of the preliminary and final reports was 
changed.

Percentage o f  
total profits

1963 profits
Preliminary reports based on accounts................. 11
Final reports based on accounts ...........................  14
Traders’ forecasts...................................................... 2
Quarterly profits sample............................................ 48

1964 profits
Preliminary reports based on accounts................. 1 |
Final reports based on accounts ...........................  1
Traders’ forecasts...................................................... 19
Quarterly profits sample...........................................  40

It is clear from the method outlined that the profits estimates for recent years 
have to be continually revised. Revision of the figures based on tax assessments, 
and the substitution with the passage of time of figures based on accounts for 
those based on forecasts, lead to recalculation and revision of the profits 
estimates.
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Some pertinent points about the method used and various types of account 
are listed below.

(a) The cases for which accounts have been received, and still more those for 
which liability has been settled, wiU relate mainly to companies whose account
ing periods end early in the tax year. This is of much greater relevance of 
course, for the latest year than for the previous year.
(b) Traders’ forecasts are in some cases estimates made before the end of 
their accounting year, and may therefore be biassed. A correction for bias is 
used in calculations derived from them.
(c) The figures from the preliminary and final reports based on accounts 
relate mainly to larger companies (see page 221) and the figures from the 
quarterly sample to companies with a profit of £100,000 or more. Results 
therefore give greater weight to the larger companies and their experience may 
differ from that of smaller concerns.
(d) The companies reporting quarterly are by no means a random selection, 
even within the strata covered. Some trades may be very much under-repre
sented; and although an attempt is made to correct for this by weighting the 
figures by industry group, the error may still be considerable.
(e) The percentage changes in profits have to be applied to figures for an 
earlier year, 1964, which is itself partly estimated and liable to amendment.
(f) The figures relate only to traders for whom the profits of two consecutive 
years are known. They contain no adjustment for changes owing to new con
cerns starting business or old ones dropping out.

Quarterly estimates o f  profits
A sample of companies accounting for almost a half of total company profits 
supplies quarterly returns of their profits. The sample is a voluntary one and is 
kept up to date by periodic additions to the list of companies sampled. The 
sample is taken from only the largest companies with annual profits of £100,000 
or more; as far as possible it includes all companies with profits of over £1 
million a year. The sample companies make estimates of their profits earned in 
each quarter. Some companies find it difficult to assess at all accurately the profits 
arising in each quarter, particularly when the period of production is lengthy and 
when the measurement of changes in stocks may lead to errors.

The method of making quarterly estimates of profits is implicit in the pro
cedure for adjusting estimates of profits from an accounting year to a calendar 
year basis. Annual estimates of profits classified by company accounting year 
and industry group are used as supplementary data to gross up the quarterly 
figures for the corresponding period of companies in the quarterly sample. The 
grossing up thus done industry by industry provides, on aggregation, estimates 
of quarterly profits of all companies. Clearly, as the annual profits estimates are 
derived from traders’ forecasts, preliminary reports and tax assessments, they 
are continually revised and with them the corresponding quarterly estimates.

For the most recent quarters no supplementary data is available. For example, 
in 1967, when figures for the first and second quarters of the year were received 
from companies in the quarterly sample, no supplementary data for the year 
ending with these quarters was available, not even company forecasts. The pro
cedure adopted for the most recent periods is to calculate for each industry 
group the ratio of profits shown in the sample for a particular quarter to those 
in the corresponding quarter of the preceding year and then to apply this ratio
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to the estimates of profits of all companies for the corresponding quarter of the 
previous year, which will already have been strengthened with some tax data. 
The advantage of this system lies in the fact that every improvement to the data 
for earlier years is reflected in the estimates for more recent periods. Its draw
back is the amount o f revision which it entails. Moreover bias may enter the 
estimates of changes in profits compared with the previous year obtained from 
the sample both because the sample is not fully random, and also because of the
difficulties in measuring quarterly profits accurately.

Owing to the nature of the quarterly sample, it is not possible to use the 
quarterly returns to make separate estimates of profits in the various industries. 
In addition to the wide variations in coverage from industry to industry, the 
industrial breakdown differs from that o f the tax assessments because in some 
cases a return relates to a group of companies which are assessed to tax in
dividually.

Adjustments to Inland Revenue profits data
Because profits defined for national accounting purposes are not identical with 
profits assessed to tax and because the coverage o f companies by the Inland 
Revenue is not quite that required in the national accounts tables, certain
adjustments are needed.

The basic data received by Inland Revenue relate to all profits subject to 
United Kingdom tax and therefore to the profits of all companies operating in 
the United Kingdom, whether domestically owned or not, and to those com
panies resident in the United Kingdom but operating abroad. The definition of 
‘resident’ for tax purposes includes branches and subsidiaries of overseas com
panies operating in the United Kingdom and in this respect is practically 
identical with the concept required for the national accounts.

For the national accounts only profits arising in the United Kingdom are 
estimated from this source. The profits of United Kingdom companies with 
operations mainly abroad, together with dividends received from overseas 
subsidiaries, are distinguished from profits arising from operations mainly at 
home. The division is not completely clear-cut and some profits of overseas 
branches of United Kingdom companies are included with the estimates of 
profits arising in the United Kingdom.

The main tabulation of company profits by Inland Revenue relates very 
nearly to industrial and commercial companies. The taxable profits of financial 
companies are separately estimated. The following adjustments are made to the 
main Inland Revenue estimates o f the profits o f industrial and commercial 
companies.

(a) Profits earned abroad. Profits earned by United Kingdom companies from 
operations abroad may be included with the estimates of profits arising in the 
United Kingdom and vice versa for operations at home. A small and uncertainly 
based adjustment (£4 million in 1966) is made for the balance.

(b) Agricultural activities. Some industrial and commercial companies obtain 
a small, but unknown, part of their profits from minor subsidiary activities in 
agriculture. It is statistically convenient to include these profits with income 
from agriculture and an arbitrary deduction is made (£3 million in 1966).

(c) Professional firms. An estimate is added of the profits of the few pro
fessional concerns which are companies, and are not included in the main 
tabulation.
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(d) Co-operative societies. The profits of co-operative societies are deemed to 
be their surpluses before distribution of ‘dividends* on sales or of interest on 
loans and shares. Estimates are prepared by the Inland Revenue.

(e) Interest. Under income tax and corporation tax bank interest and certain 
other interest payments are allowed as expenses in reckoning profits. In the 
national accounts such interest is regarded as a share of profits, not as part of 
operating expenditure. The amount paid under this head has therefore to be 
added back to the Inland Revenue profits estimates. Interest paid by companies 
on bank advances is estimated by applying an appropriate rate of interest to the 
estimated average monthly level of advances made to industrial and commercial 
companies. Similar methods are used for calculating interest paid by companies 
on trade bills and acceptances and on hire purchase debt; details of these 
estimates are given in the section on non-trading income on page 229.

(0  Financial charges. Expenditure by companies on commissions, stamp 
duties and other expenses connected with mortgages, capital issues and transfers 
of financial assets is not treated by the Inland Revenue as an operating expense, 
except in the case of companies whose business it is to deal in financial assets,* 
but it is so treated in the national accounts. The estimated amount of this 
expenditure (over £40 million in 1966) is therefore deducted from the Inland 
Revenue profits estimates. New issue expenses are assumed to be five per cent of 
new capital issues by industrial and commercial companies. Stamp duties are 
divided into two categories—those on share and loan capital issued by com
panies, and those on the transfer of stocks and shares. Share and loan capital 
stamp duty is allocated between industrial and commercial companies and 
financial companies according to the division of new issues between the two. 
Stamp duty on the transfer of stocks and shares is allocated between the various 
sectors according to such information about financial transactions as is avail
able. To these estimates are added allowances for stockbrokers’ charges based 
on statistics of financial transactions and information on rates of commission.

(g) Owner-occupied property. Trading profits in the national accounts are 
deemed to include the income arising from owner-occupied trading property. 
When Schedule A income tax was in existence the net Schedule A value of 
owner-occupied property, which was deducted by Inland Revenue in arriving at 
trading profits under Schedule D, had therefore to be added back. Schedule A 
ceased to exist from the end of 1963, and therefore from then on no such addition 
has been needed.

(h) War damage repairs. This adjustment item ceased in 1964, following several 
years in which the adjustments were very small. War damage repairs to business 
property, like other repairs and maintenance, are regarded as current expendi
ture in the national accounts, as distinct from capital reconstructions which are 
regarded as capital expenditure. Expenditure on war damage repairs, however, 
is not allowed as an operating expense for tax purposes, but is treated as capital 
expenditure offset by a capital receipt. An estimate of repairs met out of war 
damage compensation was therefore deducted from the figure of trading profits 
provided by the Inland Revenue.

(i) Evasion. There is clearly some incentive for companies to understate their 
profits in order to reduce their tax liability. The extent to which this occurs is 
not known but it is thought to be very small. An arbitrary amount is added to 
the Inland Revenue estimate of profits on this account.

\ 4 %

%
K

p

iO

=. t

•.r
0 ^  I'J'’t

ID

6 tetl s
. . I . * ' " * " ”oaiDisaiio'’’ j ttieir o'fî
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(j) Nationalised industries. Where the whole, or virtually the whole, of an 
industry is nationalised the Inland Revenue figures can be adjusted without

 ̂difficulty to exclude profits from the date of nationalisation. An estimate o f the 
i profits for the part of the year in which the industry remained in private hands 
' is included in the figures of company profits. Road passenger transport and iron 
j and steel present special problems because, during the first period of national- 
Jisation, the nationalised companies did not lose their identity but continued to 
be assessed under their own names. These companies were excluded from the

• figures during the first period of nationalisation by tracing the individual assess- 
,ments.

(k) Bad debts. The Inland Revenue allows a deduction for bad debts in assess
ing company profits. If the debt is between two companies, the decrease in the

i profits of the company incurring the bad debt is offset by the increase in the 
li profits (or decrease in the loss) of the defaulting company. But if the default is
• by the personal sector, there is no such offset and the profits of the company 
sector are less by the extent of such bad debts. The goods and services will have 
been included in personal expenditure, whether paid for or not, and to balance 

I national income and expenditure it would be appropriate to add back to 
•j company profits the bad debts between the company and personal sectors and
• to include an offsetting transfer to the personal sector in the company approp- 
I nation account. This treatment has not so far been adopted, for lack of infor- 
'! mation.

(l) Insurance claims. Claims on non-life insurance companies are debited 
to the current accounts of these companies, but may be credited to the capital 
accounts of receiving industrial and commercial companies. This asymmetrical 
treatment, if no adjustment is made, causes a divergence in the estimates o f gross 
national product and gross national expenditure. The problem can be viewed 
slightly differently. The gross profits of the non-life insurance companies are the 

I difference between premiums received and (i) claims paid plus (ii) increase in 
i reserves on account of accruing liability (if applicable) plus (iii) salaries and
wages, and current expenses. The amount received by the insurance companies 
for the services provided is the premiums received less the claims paid. However, 
companies debit their operating accounts not with the cost of these insurance 
services, but with the full cost of the premiums paid. Accordingly the correct 
treatment, in so far as claims are credited to company capital accounts, would 
be for all such claims to be added back to company profits. In fact not all

• claims are credited to company capital accounts; if a building were destroyed 
by fire the claim undoubtedly would be, but if the claim is for minor damage to

t property or theft, the claim is often credited to current account to offset the 
'■ cost of repairs or replacement. No information is available on the quantitative 

importance of claims credited to capital account; consequently it has not so far
• been possible to adjust the profits of industrial and commercial companies for 
\ them.
; : (m) Business entertaining. Expenses incurred after 6 April 1965, in providing
i‘ business entertainment, other than for overseas customers, are not allowable as 
ji a deduction in computing profits chargeable to tax; for national accounting 
[1 purposes such expenses continue to be deducted in arriving at profits, 
i':  ̂ (n) Close companies. Under corporation tax the profits of close companies 
,t;i include any remuneration paid to directors which is above the statutory limits 
1,‘ laid down in the Finance Act, 1965; as all directors’ remuneration is included
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in wages and salaries, the excess remuneration is deducted from profits in 
arriving at the profits figures for the national accounts.

^  .,„6« of “' f  r / e s t

Financial companies

As explained on page 204 the contribution of financial companies to the 
national income is measured by the difference between their receipts for services 
rendered (represented by charges and commissions) and their management 
expenses (salaries and wages and payments for current expenses), which may be 
described as their ‘national income profits’. Together, ‘national income profits’ 
and net interest receipts add to profits in the more ordinary sense of the term. 
In what follows ‘profits’ in relation to financial companies is restricted to this 
more ordinary sense.

to cstJin^r/pints'

A major difficulty is that neither ‘national income profits’ nor profits in the 
ordinary sense are given directly by Inland Revenue data. Income tax assess
ments on financial companies often included interest received in full without 
prior deduction of tax, but they always excluded any interest from which tax 
had been deducted. Such investment income could well be the major source of 
revenue. Profits tax assessments included both kinds of interest, but also in
cluded, in a form not readily separable, the profits of many subsidiary companies 
engaged in other trades. Under corporation tax the position is much the same 
as under income tax; corporation tax assessments include interest received 
gross, but exclude interest received net, of income tax, although tax borne by 
deduction on such interest may be used, in certain circumstances, to reduce the 
corporation tax liability. Estimates are therefore made using various sources 
of information—Inland Revenue data and whatever published information is 
available. As a general check on the reasonableness of the estimates an appro
priation account is built up for each main category of financial company.

For the London clearing banks and the Scottish and Northern Ireland banks, 
the Inland Revenue has figures from a series of special reports of total net 
income split between investment income taxed at source, trading income and 
gains or losses on realised investments. Gains or losses on realised investments 
may sometimes be large for this group; even before the introduction of capital 
gains tax, the difference between purchase and sale prices, although the trans
actions may be years apart, was charged to or allowed for income tax in the 
year of sale. These capital gains or losses do not correspond to any economic 
activity and are excluded from national income estimates of profits. Capital 
allowances are added to the other net income to obtain the gross profits.

For the remaining banks in this country—that is for British overseas and 
Commonwealth banks, American banks, other overseas and foreign banks, and 
accepting houses—the Inland Revenue has no special reports. A less reliable 
method is therefore resorted to. The net acquisition of financial and overseas 
assets of this group (including the discount houses) is known from their published 
balance sheets and other information. To this figure, to obtain an estimate of 
their profits, must be added their gross capital formation, interest paid on 
debentures and dividends (gross of tax), and taxes paid. Unfortunately, with 
this method, any revaluation of assets in balance sheets will give rise to error, 
since the profits so estimated will contain capital gains or losses. It is hoped that 
sometime in the future it will be possible to make a more reliable estimate of 
their profits, in the manner now followed for the clearing banks.
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interest, but also ifr
le profits of many subsidiary compaM
ion tax the position is much the san* 
Assessments include interest received 
of income tax, although tax borne bj: 
in certain circumstances, to reduce the 
therefore made using various sourcs 
,nd whatever published infonnation b 
sonableness of the estimates an appro 
n category of financial company.
e Scottish and Northern Ireland banh' 
series of special reports of total net 

; taxed at source, trading income and 
}ams or losses on realised inv̂ tmenti'
even before the introduction of capital

Ld sale prices, althoû  th e *
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The profits o f  these two groups o f banks, estimated in these different ways, 
are aggregated to obtain an estimate o f the gross trading profits o f all banks. 
Finally, to estimate the ‘national income profits’ o f banks, their receipts from 
interest and dividends less interest paid on their deposits are subtracted from 
their total profits. The method o f estimating these net interest receipts is de
scribed below. However, for this calculation interest receipts and payments 
between banks and financial companies, or between one bank and another, are 
not eliminated, in contrast to the consolidation made in estimating non-trading 
income for the sector.

This indirect method o f estimating ‘national income profits’ by subtracting 
net interest receipts (without consolidation) from estimated total profits is also 
used for insurance companies, hire purchase finance companies, and ‘other 
finance companies’.

The estimates of the profits of the trustee savings banks are taken from their 
published reports. The estimated profits o f building societies are based on tax 
assessments, together with information from the reports o f  the Registrar o f  
Friendly Societies. The estimates for insurance companies are based partly on 
Inland Revenue data and partly on Board of Trade sources.

The profits o f hire purchase finance companies are derived from estimates of 
their undistributed net income, as stated in their annual reports. To obtain an 
estimate o f gross trading profits, debenture interest and dividends (gross o f tax), 
taxes paid, and capital allowances are added to their undistributed net income. 
Estimated net interest receipts, consisting of earnings on hire purchase debt less 
interest paid on bills discounted, on borrowing and on deposits, are then sub
tracted from the estimated gross trading profits to obtain an estimate o f ‘national 
income profits’. This procedure is not satisfactory because the undistributed 
income in such companies’ reports relates to different accounting years, includes 
the earnings of subsidiaries located abroad, and may also include the earnings 
of domestic subsidiaries not engaged in hire purchase finance.

For the remaining financial companies the chief source of the profits estimates 
is the Inland Revenue data, described above, but the estimates are very unre
liable.

The estimates of the ‘national income profits* o f the different categories of 
financial company are then aggregated to obtain the estimates for all financial 
companies.

R E N T  A N D  N O N - T R A D I N G  I N C O M E

The rent and non-trading income of all companies is simply the sum of that of 
industrial and commercial companies and that of financial companies, with 
receipts and payments between these two sectors eliminated. It is convenient to 
describe the receipts of the two sectors separately. Most of the information on 
which the estimates of non-trading income are based is published in Financial 
Statistics. The estimates of non-trading income are all prepared on a quarterly 
basis. Rent is estimated quarterly by interpolation and projection of the annual 
figures.

Industrial and commercial companies
Rent and non-trading income of industrial and commercial companies consists 
of rent; interest on public sector debt—British government securities, Treasury 
bills, tax reserve certificates, local authority securities, mortgages, bills and 
temporary money; interest on deposits with banks, discount houses, hire
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purchase finance companies and building societies; and debenture interest and 
dividends on investments in financial companies.

The figure for rent refers only to the rent income from land and buildings let 
to a tenant. The figure required is the total rent received less rates, water charges, 
insurance, provision for repairs and other current expenses. Up to 1963 the 
estimation of rent income for companies was very approximate, being based 
mainly on a rough allocation by sector of rent income from various groups of 
property (see Appendix I). With the abolition of income tax under Schedule A, 
Schedule D assessments cover the whole of rent and not just the excess rents and 
provide much more reliable information on the rent income of companies. In 
future, statistics arising from corporation tax will also provide information on 
this item, which in 1966 amounted to nearly £200 million.

Estimates of interest on government securities and Treasury bills are based 
upon partial information about company holdings derived from analyses of 
company accounts. The estimates are poor but the amounts involved are 
thought not to be very large. For government securities the average yield on 
medium and long-dated securities, as calculated by the Bank of England, is 
applied to average quarterly holdings. For Treasury bills, variations in cash 
receipts are allowed for by applying the estimated proportion of total bills held 
by industrial and commercial companies to total interest paid by the government. 
Estimates of interest earned on tax reserve certificates are also based upon the 
information available on holdings and the rate of interest.

Interest on local authority debt held by industrial and commercial companies 
is estimated from information obtained from a sample of local authorities about 
the amounts of local authority debt, other than quoted securities, held by various 
sectors of the economy. An appropriate interest rate is applied to these holdings. 
Interest on quoted local authority securities is thought to be very small and is 
ignored.

Interest received on bank deposits by industrial and commercial companies 
is derived as part of the estimate of interest paid by banks. Total interest paid 
by banks and discount houses on their deposits is calculated by applying an 
appropriate rate of interest paid on deposit accounts to the estimated average 
monthly level of such accounts. A separate calculation is made for the group 
consisting of British and Commonwealth banks, American banks, other foreign 
and overseas banks, and accepting houses, since the banks in this group allow a 
higher rate of interest on deposits than the clearing banks. The amount of interest 
received by industrial and commercial companies is estimated on the assumption 
that the proportion of deposit accounts held by industrial and commercial 
companies is the same as the proportion of all deposits (current and deposit 
accounts) held by them. Interest received by industrial and commercial com
panies on deposits with hire purchase finance companies is similarly estimated 
using the breakdown of deposits provided by the hire purchase finance com
panies.

Other interest and dividends on investments in financial companies are believed 
to be small; an arbitrary amount is included.
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Financial companies
It is important to note that the rent and non-trading income of financial com
panies excludes the receipts of the life funds of life assurance companies and 
superannuation funds. This has a significant effect on many of the estimates.
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Rent received by financial companies, excluding the life funds of life assurance 
companies and the funds of superannuation schemes, is small; an arbitrary 
allowance is made for it. The non-trading income of financial companies consists 
mainly of interest on bank advances, trade bills and acceptances, mortgage 
advances, government and local authority securities. Treasury bills, local 
authority bills and temporary money, hire purchase debt, and interest and 
dividends received from investments in industrial and commercial companies.

Interest received on bank advances from the various sectors of the economy 
is calculated by applying appropriate rates of interest to the average monthly 
levels of advances. It is assumed that banks charge local authorities and public 
corporations bank rate plus one half per cent, companies bank rate plus one 
per cent, and the personal sector bank rate plus one and three-quarters per cent. 
In 1966 this interest accounted for nearly one-third of the total rent and non
trading income of financial companies.

A similar method is used for estimating interest received by banks, accepting 
houses and discount houses on their holdings of bills and acceptances: an 
average bill rate is applied to their average quarterly holdings. The allocation of 
this sum between payments by industrial and commercial companies and by the 
personal sector is arbitrary.

Mortgage interest received by building societies is obtained quarterly from a 
sample of building societies, and is available annually from the reports of the 
Registrar of Friendly Societies. Almost all of the interest is received from the 
personal sector. In 1966 this interest accounted for one-fifth of the total rent 
and non-trading income of financial companies.

Interest received by financial companies on government securities is estimated 
by applying the average yield on medium and long-dated government securities, 
as calculated by the Bank of England, to average quarterly holdings. The appli
cation of such an average rate is arbitrary and the procedure is therefore unsatis
factory ; also, holdings may be stated at book values or, in a few cases, at nominal 
values which differ from the market values to which the yields relate. A similar 
method is used for estimating interest received by financial companies on local 
authority securities. The amount of interest received on Treasury bills is esti
mated by applying the proportion of total Treasury bills held by financial 
companies to the total interest paid by the government. Interest received on local 
authority bills and temporary money is based on information about holdings 
obtained from banks and local authorities, to which appropriate interest rates 
are applied.

Earnings on hire purchase debt are estimated from statistics of outstanding 
debt. This sum is roughly allocated by sector from analyses of the types of goods 
against which new hire purchase credit has been advanced.

INC OM E FROM ABROAD

Estimates of income from abroad received by all companies are taken from the 
statistics of the balance of payments. A description of the sources of the esti
mates will be found in the chapter on international transactions (Chapter. XV) 
and in the annual Pink Book, United Kingdom Balance o f Payments.

The figures in the balance of payments accounts are after deduction of foreign 
taxes. Estimates of taxes paid abroad are made by the Inland Revenue on the 
basis of information obtained when United Kingdom tax is relieved against
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230 Companies

loreign tax. Relief up to the level of British taxation is now given for all central 
government taxes. The estimates relate to tax payments rather than tax accruals.

Income from abroad received by industrial and commercial companies is 
obtained as a residual by subtracting the income from abroad received by 
financial companies from that received by all companies. Income from abroad 
of financ^ companies consists of two main items: (i) the profits of non-resident 
subsidiaries and branches accruing to financial parent companies in the United 
Kingdom, and (ii) interest and dividends received by financial companies on 
po^olio  investment abroad, and interest on bank advances received from non
residents. These estimates are based partly on tax assessments.

Quarterly estimates of company income from abroad are taken from the
balance of payments statistics. Quarterly estimates of taxes paid abroad are
based on payments where these are known and otherwise on quarterly variations 
in income from abroad.

4. STA TISTIC A L SO U R C ES: A PPR O PR IA T IO N  OF
COMPANY IN COM E

INT ER ES T A N D  D I V I D E N D S
All companies
The main categories of interest and dividend payments shown in the 1967 Blue 
Book are given in the table on page 207.

Debenture interest, although not liable previously to profits tax or now to 
corporation tax, has always been assessed to income tax; it is charged to income 
tax on the payer as part of the mechanism of collection of tax by deduction at 
source. Estimates of debenture interest payments up to 1964 could be made 
from the amount of interest and annuities allowed as a deduction in assessments 
to profits tax. The allowance did not relate only to debenture interest; royalties 
and certain other items were also not liable to profits tax and had to be excluded 
in making the estimates. Profits tax data provided no information on debenture 
interest paid by one company to another and the estimate, which had to be 
deducted in order to obtain the figure for the company sector, is largely guess
work. Debenture interest so estimated refers to debenture interest accrued in 
companies* accounting years, rather than to interest paid in calendar years. 
For the national accounts, estimates of payments are made assuming that 
interest is paid in two instalments at the end of each six months accrual period. 
This procedure also provides the basis for the quarterly estimates. Tax assess
ment data are available only with a considerable time lag and the latest estimates 
were based on information provided by the Stock Exchange Council. From 
April 1966 debenture interest, again together with royalties and other annual 
payments, became directly liable to income tax under Schedule 12 of the 1965 
Finance Act. A monthly analysis of the tax receipts will provide the future basis 
for quarterly estimates of payments of debenture interest.

Estimates of dividend payments on preference and ordinary shares are also 
ultimately based on Inland Revenue data but, as with debenture interest, the 
information before the introduction of corporation tax was available only after 
a considerable time lag.
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Before 1 April 1958, the rate of profits tax was higher oa distributed profits and 
dividend payments could be estimated directly from profits tax data available 
to the Inland Revenue, after allowance for companies falling below the exemption 
limit for profits tax. Thereafter, dividend payments and accruals were obtainable 
only indirectly on a sampling basis from the final reports on companies with 
gross profits of £5,000 or more (see page 221), which gives less reliable results 
considerably in arrear. The national accounts figures were therefore estimated 
from Inland Revenue data supplemented by Stock Exchange data. The Inland 
Revenue data on preference and ordinary share dividends, like that on debenture 
interest, refers to dividends accruing from profits in companies accounting 
years not to actual payments in calendar years. It is assumed, as for debenture 
inter^t that preference dividends are paid in two instalments, each at the end 
of its six months accrual period. The interim ordinary dividend is assumed to be 
paid in the year of accrual, and the final ordinary dividend in the subsequent
year,
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Fmm April 1966, dividend payments became directly liable to income tax 
under Schedule 12 of the 1965 Finance Act. A monthly analysis of the tax 
receipts will provide the future basis for quarterly estimates of dividend pay
ments on ordinary and preference shares combined.

Annual information is published by the Stock Exchange Council on announce
ments of dividends on preference and on ordinary shares by companies whose 
securities are quoted on the London Stock Exchange and corresponding quar
terly information is provided to the Central Statistical Office. In addition, an 
analysis is made of announcements in the press to give quarterly estimates of 
payments by the largest companies and of the interval between announcement 
and payment for other quoted companies. The Stock Exchange information is 
the only source from which the division between ordinary dividends and prefer
ence dividends can be estimated. Only resident companies are covered, and 
these of course include the United Kingdom subsidiaries of non-resident parent 
companies. Dividends paid by investment trusts, unit trusts and by unquoted 
companies are not covered, and estimates are made from Inland Revenue data.

Dividends paid by United Kingdom subsidiaries to their non-resident parent 
companies are excluded from dividends paid by the company sector and are 
taken into account in ‘Profits due abroad net of United Kingdom tax’. Their 
payments are included in the figures obtained by the Inland Revenue from their 
final reports and balance of payments information is used in order to exclude 
them. When a United Kingdom subsidiary is 100 per cent owned by the non
resident parent company, no adjustment is needed to the Stock Exchange data: 
the shares of the subsidiary could not be quoted, and so would not be included 
with those reported by the Stock Exchange Council. The Stock Exchange figures 
need adjustment only when the subsidiary is partially owned, and its shares may 
therefore be quoted.

To obtain estimates of dividend payments by the company sector, inter
company pajmients must be eliminated. The profits tax computations made by 
Inland Revenue included a specific item for dividends received from other 
companies whose profits were chargeable to profits tax. This made possible, with 
adjustment for exempt companies, an estimate of the amount of inter-company 
dividend payments. The Stock Exchange data relate to payments by groups of 
companies and an estimate of payments between groups of companies, also 
based on profits tax data, is deducted. Payments of dividends to life funds of life
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assurance companies and superannuation funds are not treated as inter-companv 
payments since these funds are regarded as being the property of the personal
S6Ct01*«

Nationalisation and denationalisation also necessitate adjustments. For
example, when the steel companies were nationalised in 1951 (and also in'l967)
the shares were transferred from private to public ownership and distribution
o f  d iv id en d s  b y  these  c o m p a n ie s  w ere  th e n  exc luded  f ro m  c o m p a n y  sector 
d iv idends .  ^

The source of information on co-operative society dividends and interest is
the annual statistics of the Registrar of Friendly Societies, together with Inland 
Revenue data.

Annual payments by building societies of interest on their shares and deposits 
are obtainable from Inland Revenue sources and from the statistics published 
annually by the Registrar of Friendly Societies. Quarterly information is 
obtained from a sample of building societies. The data relate to net interest, 
after payment of income tax by the societies; the equivalent gross interest is 
estimated for the national accounts by adding tax at the composite rate paid by 
the societies on this interest. The estimates are on an accruals basis. Also in
cluded are interest payments on loans to the societies from the central govern
ment.

‘Other interest paid by banks, etc.’ covers interest paid by banks, discount
houses, the special investment departments of trustee savings banks and hire
purchase finance companies. In 1966 interest paid by banks and discount houses
accounted for about four-fifths of the total. The method of making the estimates
of interest paid on deposits is described on page 228. Interest paid to other
companies is eliminated. The interest is calculated on a quarterly basis, as it 
accrues.

Industrial and commercial companies; Financial companies
Separate estimates for financial companies of various receipts and payments of 
dividends and interest are used in the course of estimating their profits (see page 
226) and in building up the figures of receipts and payments for all companies 
(see page 228 and above). The sources of information about the various receipts 
and payments for financial companies are tax data, reports by the Stock Exchange 
Council on debenture interest and dividends, published statistics of financial 
assets held by financial companies, statistics of deposits with building societies, 
banks, discount houses and hire purchase finance companies and information 
on interest rates. These estimates of receipts and payments for financial com
panies are divided between those involving industrial and commercial companies 
and those involving other sectors, those involving other financial companies 
being eliminated. The estimates of payments by industrial and commercial 
companies are then made indirectly; they are equal to the total estimate for the 
company sector less that part of the company sector total which is attributable 
to financial companies plus receipts by financial companies from industrial and 
commercial companies.

CURRENT TRANSFERS TO CHARITIES
Information about companies’ contributions to charities is provided by Inland 
Revenue tax data. The figures relate to covenanted and uncovenanted con
tributions which are not allowed as a business expense. Those contributions
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which are allowed as a business expense for taxation purposes, that is where the 
charity involved benefits employees, etc., are not covered. Between seventy-five 
and eighty per cent of all covenanted payments to charities are estimated to be 
made by companies. In addition, an allowance is made for uncovenanted con
tributions to charities by companies.

PROFITS DUE ABROAD NET OF U N ITE D  K IN G D O M  TAX

Estimates of this item are obtained from balance of payments statistics and 
information about the sources of the estimates will be found in Chapter XV, 
which deals with international transactions.

Profits due abroad net of United Kingdom tax for financial companies are 
separately estimated by the Bank of England. Mostly this item consists of the 
profits of United Kingdom branches and subsidiaries of non-resident banks. 
The profits of such subsidiaries which are not completely foreign-owned are of 
course taken into account only to the extent that they accrue to the non-resident 
parent company. The profits due abroad of industrial and commercial companies 
are obtained as a residual, the estimate for financial companies being subtracted 
from that for all companies.

U N ITE D  K IN G D O M  TAXES ON INCOME

Tax system up to 1964165
Profits tax, except for small amounts due from other sectors for which both 
payments and accruals could be closely estimated, fell only on companies; total 
payments in each quarter were known from collection records, and the accruals 
of tax due from companies were estimated by the Inland Revenue from profits 
tax assessments obtained from collection records.

Income tax collection records do not distinguish between companies and other 
taxpayers, except for tax collected under PAYE, but most of the tax collected 
under the various schedules can be allocated directly between the different 
sectors on the basis of less up-to-date information from tax assessments. The 
income tax payments by companies are estimated quarterly as the difference 
between the total income tax paid and the estimated payments of all the other 
sectors.

Company income tax accruals, that is, payments plus additions to reserves, 
were estimated from the net profits (after deducting capital allowances), the 
non-trading income and the dividends payable, together with adjustments due to 
retrospective changes in tax rates. The estimates of accruals, unlike the estimates 
of payments, necessarily relate to the profits corresponding to the aggregate of 
accounting years, since this is the basis for tax assessments. There were four 
components:

(a) The net profits, the amount of which for the current year normally formed 
the basis of assessments made for the following year and payments at the 
beginning of the calendar year after that. The tax was estimated at the current 
rate even though the assessment might be at a different rate.
(b) The non-trading income, some of which suffered tax by deduction at the 
current rates, the remainder approximating in aggregate to the assessments for 
the current year at current tax rates.
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(c) The dividends payable out of the current year prohts, a large proporUon
of which would be paid in the following year, from which companies deducted 
tax at the rate in force at the time of payment.
(d) Adjustments of tax reserves of the preceding year, which were estimated at 
that year’s rate of tax before the present year’s rate was known. This comprised 
an adjustment in respect of income tax on profits of the preceding year assess
able in the present year, and an adjustment for tax deductible from dividends 
payable out of the preceding year’s profits but not actually paid before the 
present year’s rate came into force, normally on 6 April.
Additions to tax reserves were the excess of the income tax accruals, as outlined 

above, and profits tax accruals over the total tax payments.
For profits due abroad separate estimates of tax accruals are made by the 

Inland Revenue. The estimates are made in the same way as the estimates of all 
taxes, based on the estimated income due abroad. Tax payments are estimated 
by lagging tax accruals.

For financial companies, tax accruals are also separately estimated, and 
accruals for industrial and commercial companies are obtained as a difference. 
Tax on the investment income of the life funds of life assurance companies and
superannuation funds is excluded since the income of these funds is attributed to 
the personal sector.

An alternative basis of estimating company tax payments would be to calcu
late them from the income and dividend estimates, assuming that all tax is paid 
on the theoretically due date. This method is vitiated, however, by delays in 
payments and repayments of appreciable amounts of tax for various reasons, for 
example litigation, the effect of which cannot generally be estimated.

Tax system from I965J66
Under the Finance Act, 1965, companies became subject to corporation tax 
instead of to income tax and profits tax. In addition, for 1966/67 and subsequent 
years, companies have to account for the income tax deducted generally at the 
standard rate on any distributions they make.

Corporation tax was first payable on 1 January 1967 on trading profits made 
in accounting periods ending in 1965/66. Total payments in each quarter are 
known from collection records and except for very small amounts due from 
other sectors, corporation tax falls only on companies. The estimated amount of 
tax arising on capital gains is excluded and regarded as a tax on capital. Pay
ments of overspill rehef, which are deducted, are made entirely to companies.

Income tax payments by companies continue to be estimated quarterly as a 
residual difference between the total tax paid and the estimated payments of all 
other sectors. These payments consist mainly of the adjustment for changes in 
the amount of income tax in the hands of companies, due to ’̂_e interval between 
deduction of tax under PAYE and under Schedule 12 and its payment to the 
Inland Revenue. The adjustment is based on variations in receipts shown by 
collection records.

From 1965 company tax accruals are made up from the following com
ponents:

(a) The net trading and non-trading income, liable to corporation tax at 
current rates.
(b) The non-trading income subject to deduction of income tax at source, the 
tax on which can generally be set off against other tax liabilities.
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( c )  Adiustments of tax reserves of the preceding year which were estimated 
before the rate of corporation tax applicable to the preceding year s income
was known.  ̂ t-  ̂ r
fd> Income from abroad which is eligible for overspill relief in respect of
overseas tax not relieved against corporation tax. This item is a temporary one.
The estimates of tax accruals for 1965 and 1966 were affected by the transition

to the new tax system. For the compilation o f tax accruals m 1965 the rate of
corporation tax adopted was 40 per cent even though some companies assumed a
different rate in preparing their accounts before the rate was announced m 1966.
The estimates include as a negative item the excess o f the income tax deducted
from dividends and interest payable out of the profits o f the year over the tax
wliich companies were required to account for to the Inland Revenue under
Schedule 12 Liability under Schedule 12 arose only in respect of dividends and
interest paid after 5 April 1966; the tax deducted from payments before 6 April
1966 was treated as covered by the income tax charged on companies. Moreover,
in the case of some dividends paid after 5 April relief was due under Section 85
of the Finance Act, 1965.

5. R E L IA B IL I T Y

The accuracy of the estimates of profits is reduced by the adjustments which have 
to be made to the basic data, but these adjustments do not seriously affect the 
reliability of the changes from year to year. Profits in the three most recent years, 
for example the figures for 1966, 1965 and 1964 in the 1967 Blue Book, may be 
deemed to fall in category B of the reliability gradings described on pages 39 to 
41. Profits for earlier years are in category A, but for 1954 and earlier years are 
less accurate than for later years because, in the absence of quarterly figures, the 
estimates are aggregates of data relating to accounting years. The estimates of 
rent and non-trading income, being built up from individual interest flows which 
cannot always be accurately estimated for each sector, should be regarded as in 
category B. The reliability of the estimates of income from abroad and profits 
due abroad is discussed on page 471.

The estimates of dividend payments in 1957 and earlier years are in category A  
but the figures fall into category B between 1958 and 1966. The estimates of 
interest payments on building society shares and deposits, and o f co-operative 
society dividends and interest are in category A, but the totals o f payments 
included in ‘Other interest’ are in category B. The estimates for current transfers 
to charities relate only to contributions not allowed as a business expense and 
may well be incomplete; they should therefore be regarded as in category C. The 
estimates of United Kingdom taxes on income are in category A but the esti
mates of taxes paid abroad are based on incomplete information, which relates 
only to tax paid up to the level of British taxation, and should be regarded as in 
category C. Additions to dividend reserves and additions to tax reserves, which 
are the difference between the estimates o f accruals and payments, and the 
residual saving item are also less accurate, and probably fall into category B.

The above appraisal may also be applied to the appropriation accounts for 
industrial and commercial companies and for non-nationalised companies. 
However, the estimates in the appropriation account for financial companies are 
less reliable and should be regarded as falling mostly in category C in the latest 
years and category B in earlier years.
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236 Companies

The estimates of gross and net trading profits by industry based on tax
assessments may be regarded as in category A except for the latest two years’
estimates (1964 and 1965 in the 1967 Blue Book) which may be deemed to fall in
category B. However, not all of the adjustments to the basic data which are
required to obtain estimates on national accounting definitions are allocated by
industry, and in this respect the estimates are less reliable. Also, the estimation of
depreciation allowances makes the net profits figures less certain than the gross 
figures. ^

These estimates of reliability relate to the data available from the taxation 
system in force up to 1964/65; the assessments may be different when the data 
from the new taxation system are in full use.
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Chapter VIII

Public Corporations

1. G E N E R A L  D E S C R IP T IO N

The major part of this sector comprises the bodies managing the industries 
nationalised in the period 1946 to 1951; the phrase public corporations is used 
to describe both these bodies and others, such as the British Broadcasting 
Corporation, with certain similar features. Where public enterprises such as the 
London Passenger Transport Board were superseded on nationalisation, they
are also included in the sector for the earlier years.

Public corporations, in the sense used here, can be defined as public trading 
bodies which have a substantial degree of financial independence o f the public 
authority—generally the central government—which created them. A public 
corporation is thus distinguished from other types of trading body by two main 
characteristics. Firstly, it is publicly controlled to the extent that the Sovereign, 
Parliament or a Minister appoints, directly or indirectly, the whole or the 
majority of the board of management. Secondly, it is a corporate body free to 
manage its affairs without detailed control by Parliament or other elected body; 
in particular, its financial independence includes the power to borrow, within 
limits laid down by Parliament, and to maintain its own reserves. It is this second 
characteristic which distinguishes the public corporations from those trading 
bodies which are treated as part of the central government sector, such as the 
Forestry Commission, the Royal Ordnance Factories and the other trading 
bodies listed on pages 296 and 297, and from local authority trading under
takings. All the latter obtain their money from, and surrender their surpluses 
to, the public authority of which they form a part and to which they are re
sponsible in detail for the conduct of their trading operations. It should be noted 
that this definition of public corporations has led to the transfer of certain 
trading bodies from the central government sector to the public corporations 
sector. In April 1961 the Post Office was transferred to the public corporations 
sector in consequence of the financial independence given it under the Post 
Office Act, 1961. And the operation of international airports was transferred 
when the British Airports Authority took over responsibility from the Ministry 
of Aviation in April 1966.

Public corporations thus constitute a category somewhere between direct 
government trading undertakings and private enterprises. They form an import
ant group of enterprises publicly owned and managed in the public interest; 
but at the same time conducted, in most respects, on ordinary business lines. 
They tend to differ, in economic experience and behaviour, both from companies 
on the one hand and from government trading bodies on the other. These
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238 Public corporations

features, combined with the importance of the public corporations in the 
economy, justify their segregation as a separate sector. For certain purposes, 
however, their accounts are consolidated with those of companies to form the 
corporate sector; and public corporations are also combined with public 
authorities to show the total transactions of the public sector of the economy.

A list of public corporations is given in the annex to this chapter. Public 
corporations include the activities of subsidiaries where their accounts are 
consolidated with those of the parent corporation.

In interpreting the year-to-year changes in the accounts of this sector, it 
should be remembered that the area of nationalised industry changes from time 
to time. It expanded continuously in the post-war years up to 1952; public 
corporations were responsible for less than one per cent of the gross national 
product in 1945 but in 1952forover lOpercent ‘i>. There was a slight reduction 
in its relative importance between 1952 and I960 as a result of the denationalisa
tion of iron and steel and road haulage undertakings, but the transfer of the Post 
Office from the central government sector on 1 April 1961 to the public cor
porations sector restored the contribution of the public corporations to the gross 
national product to the previous peak of over 10 per cent and it remained at 
over 10 per cent up to 1966. The sector was enlarged on 28 July 1967 by the 
setting up of the British Steel Corporation.

The publicly owned basic industries—coal, gas and electricity and the publicly 
owned portions of iron and steel and transport and communication—account 
for nearly all of the contribution of public corporations to the gross national 
product. Although some of the public corporations in other branches of industrial 
activity perform well-known and very important functions, their collective 
contribution to the gross national product is relatively small.

Attention is drawn to the treatment of the iron and steel and road haulage 
industries during the process of denationalisation. On 13 July 1953 the assets 
and liabilities of the Iron and Steel Corporation of Great Britain, which con
trolled the nationalised iron and steel companies, were transferred to the Iron 
and Steel Holding and Realisation Agency (apart from the liability for British 
Iron and Steel stock which was transferred to the Consolidated Fund and 
became part of the national debt). The primary object of the Agency was to sell 
the individual iron and steel concerns back to private hands—a process which 
began in 1953 when the Agency directly held investments in 71 subsidiary 
companies; by 1963 the Agency was left with direct holdings in only one com
pany. The subsidiary companies, which for the most part retained their separate 
identities for operating and accounting purposes throughout the period of 
nationalisation, have been treated as part of the public corporations sector up 
to the date at which the Agency disposed of its direct holdings and returned the 
assets to private ownership.

In the case of road haulage undertakings for the carriage of freight, which were 
progressively nationalised during the years 1948 to 1952, the circumstances of 
denationalisation differed from those of the iron and steel industry but the 
statistical treatment was similar. As with the iron and steel concerns, the income 
earned by these undertakings was progressively transferred from the public 
corporations sector as denationalisation proceeded.

‘1 ’See T. M. Ridley, ‘Notes on the Extent of the Public Sector’, Journal o f the Royal Statistical 
Societyt Series A (General), Vol. CXIV, Part II, 1951.

L'
iO [<.

ibletopf«‘S„othet« 
ond:

The toUo«:
pjAlicctfl

Receipts

Sales:

Revenue

Sales to oftn capi,ital account

Subsidtes.

Total

UTbedivisioa between ib ^ e  twt

urn

(4^

CO

foVi .

•/

At i .  -4 - f,
■

4- ’ V’ “ Vs .
/:

V - .

;w-!

-> .



fQtkfiS

•  5 5 ‘ -
*• 2 £ i ? 5«  are a i^  '" “ Paoies

oratiwL »«r *

post-war yea^^J'™ ^^ from bB, 
'‘““ PercentofS, j ^ ’Pahfc

There w a » ? r “ ‘ ”̂">‘
1%0 as a r e s Slyouasaresiiltfiftuj ^  

enlarged S l i
jm ^  __ J  t  .  ■ .

m il

relatively small
their coUecthe

investments

M
J

Public corporations 239

2. T H E  P U B L IS H E D  T A B L E S

O P E R A T IN G  A C C O U N T

\

The public corporations sector is the only sector for which it has so far bwn 
possible to produce an operating, or production, account—the account which
corresponds roughly to the trading account of a firrn.

The operating account for all public corporations combined in 1966 is
presented as follows:

Public corporations’ operating account, 1966
£ million

Receipts

Sales:

Revenue sales outside sector 
Revenue sales inside sector

Sales to own capita! account

Subsidies

Total

Payments

Wages, salaries, etc................
Purchases of goods and

services ................................
less Increase in value of stocks

and work in progress........
Taxes on expenditure:

Rates ................................
Motor vehicle, catering

licences, etc......................
Gross trading surplus and rent 

before providing for deprec
iation and stock apprec
iation...................................

Total

2,213

2,082

-4 1

69

8

1,083

5,414

Source: 1967 Blue Book, Table 36 
‘I ’The division between these two items is given for 1964 and earlier years.

This is a consolidated trading or production account for public corporations 
whose trading operations are wholly or substantially conducted within the 
United Kingdom. For example, the two airways corporations are included but 
the Commonwealth Development Corporation is excluded. The surplus of 
operating revenue over operating expenses for public corporations whose trading 
is wholly or mainly conducted abroad is included in the appropriation account 
for pubUc corporations as income from abroad.

The operating account shows the aggregate trading results of the corporations 
before making provisions for, or payments of, interest and taxes on income and 
before making provisions for depreciation and stock appreciation. Certain 
adjustments are made to the published accounts of the corporations in order to 
arrive at figures on the basis required for the national accounts.

Receipts
Sales include the gross receipts from the ownership of land, houses and other 
buildings wliich are let; the expenditure incurred by the corporations on repairs, 
maintenance, etc. is included in the items on the other side of the account. 
Income from rent is therefore included in the balance of the account under the 
title ‘Gross trading surplus and rent before providing for depreciation and stock 
appreciation*.
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240 Public corporations

Sales (and purchases) exclude transactions between establishments in the same 
coloration but include transactions between corporations (estimated at £550 
million m 1964) as well as transactions with other sectors of the economy. 
Sales to their own capital account are shown separately, comprising capital 
work done valued at cost price (cost of materials and wages) and capitalised 
interest charges. Capital work done by the corporations is apportioned between 
wages, salaries, etc. and purchases of goods and services on the payments side 
of the account. By including wages charged to capital account in this way a 
closer estimate of the contribution of the public corporations to the gross 
domestic product can be obtained from the operating account.

In the case of the British Broadcasting Corporation the greater part of its 
receipts consists of income from the sale of broadcast receiving licences. The 
amount included is the gross receipts by the Post Office from the sale of licences 
t o  the costs of collection paid to the Post Office, and less the licence revenue 
retained by the Exchequer in the years 1946 to 1960.

The item ‘Subsidies’ became much more important in 1960 when the revenue 
deficits of nationalised transport undertakings became covered by central 
government subsidies. The item includes the revenue deficits of the British 
Transport Commission from 1960 to 1962, the British Railways Board and 
British Waterways Board from 1963 to 1966 and the London Transport Board in 
1966. These are recorded in the accounts of both central government and public 
corporations as they accrue. Other corporations receiving subsidies in 1966 were 
the Ulster Transport Authority, the New Town Development Corporations the 
Commission for the New Towns, the Scottish Special Housing Association,’ the 
Northern Ireland Housing Trust and the National Research Development Cor
poration. These subsidies, however, accounted for only £9 million of the total of 
£151 million. Various other corporations received subsidies in earlier years.

Payments
Operating expenditure as shown in the accounts of public corporations is ad
justed in a number of ways for the national accounts. The main adjustments are 
(a) the exclusion of the unspent portion of internal provisions against future 
expenditure on such items as repairs; (b) the exclusion of expenditure on re
newals which is treated in the national accounts as fixed capital formation for 
those years in which certain corporations have charged such expenditure to their 
operating accounts; and (c) the addition of expenditure charged by corporations 
to their capital accounts but not regarded as fixed capital formation in the 
national accounts, for example the costs of conversion of consumers’ appliances 
to natural gas.

The increase in the book value of stocks and work in progress is entered as a 
deduction on the payments side of the account. This is equivalent to treating the 
book value of the opening stock as a purchase and that of the closing stock as 
a sale. Hence any element of stock appreciation due to a rise in prices during 
the year of goods bought is deducted from purchases and included in the figure 
of the gross trading surplus.

The amounts shown for taxes on expenditure consist of rates, payments in 
lieu of rates under Part V of the Local Government Act, 1948, motor vehicle 
licence duties, catering licences and stamp duty. Taxes, such as the duty on 
hydrocarbon oils, which are incorporated in the purchase price of goods and 
services are not included.
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APPROPRIATION ACCOUNT

The appropriation account for all public corporations combined is presented as 
follows:

Public corporations* appropriation account, 1966

£ million

Income Allocation of income

Gross trading surplus before 
providing for depreciation 
and stock appreciation . . . . 1,038

Interest and dividends: 
Payments:

On loans from central
371
10545

governm ent................
Other................................

Non-trading income .............. 46
Additions to interest and 

dividend reserves .......... 12

Income from a b ro a d .............. 8
United Kingdom taxes on 

income:
31

—25

643

1
1

Paym ents........................
Additions to tax reserves 

Balance: undistributed in
come before providing for 
depreciation and stock ap
preciation ..........................

Total ....................................... 1,137 Total ...................................... 1,137

Source: 1967 Blue Book, Table 37

This account shows how the income of public corporations is made up and 
how it is allocated between interest and dividends, taxes on income and savings. 
It corresponds to the similar appropriation account for companies and the two 
tables are in fact amalgamated to give the corporate income appropriation 
account in Table 3 of the Blue Book (see page 62).

Income
The first two items, the ‘Gross trading surplus’ of the corporations operating 
wholly or mainly in the United Kingdom and ‘Rent’ represent the combined 
balance transferred from the operating account.

Rent represents the income, after expenses have been paid, derived from the 
ownership of land and buildings. As in the case of other enterprises no rent 
income is imputed for owner-occupied trading property and its contribution as a 
factor of production is embodied in the gross trading surplus.

‘Non-trading income’ consists of investment income, before deduction of tax 
at source, and miscellaneous earnings from non-trading activities. Most of this 
income is received from outside the sector, but no attempt is made to consolidate 
completely the account of public corporations by deducting, as should be done, 
receipts of non-trading income by one corporation from another. Finally, 
‘Income earned abroad’ is added, being the profits of the corporations operating 
wholly or mainly overseas, whether remitted to the United Kingdom or not.
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242 Public corporations

Allocation o f income
Interest and dividends. Payments of interest on loans from central government 

in 1966 were made up as follows: °

£ million
Electricity Council .......... iio
Post Office .................................................................................. 56
British Railways B o ard ............................................ 52
National Coal Board .........................................    41
Housing and new town corporations .....................’ "  ’ 26
Gas Council...............................................................  20
Scottish Electricity Boards ........................................  J9
Other corporations....................................................... ' * 39

................................................................................................. 371

‘Other interest and dividends’ covers interest on stock issued by the corpora
tions, interest on compensation stock issued to former shareholders in the under
takings and interest on short-term loans and bank overdrafts. It includes the net 
revenue of the Iron and Steel Holding and Realisation Agency payable to the 
Exchequer. This revenue was derived by the Agency from dividends received from 
the constituent companies (one company only by 1963) and from interest received 
from holdings retained in denationalised companies. Other items included are 
the half-yearly payments by the Bank of England to the Exchequer, dividends 
paid by Cable and Wireless Ltd., payments by the Independent Television 
Authority and the Transport Holding Company from their surplus revenue to
the Exchequer, and payments by British Overseas Airways Corporation on its 
Exchequer dividend capital.

All interest and dividend payments are shown gross before deduction of 
income tax, which is regarded as falling on the recipients of interest and divi
dends. As in the case of non-trading income, payments of interest by one 
corporation to another are not deducted. For each year the difference between 
actual payments of interest and dividends and the amount of interest and divi
dends properly chargeable for the year is shown separately as an addition to, or 
a deduction from, reserves for future payments. The large run-down of reserves 
in 1962 and their rebuilding in 1963 resulted from the winding-up of the British 
Transport Commission and its reconstitution as five separate undertakings.

United Kingdom taxes on income. From 1965/66 corporations became subject 
to corporation tax which replaced income tax and profits tax. Up to 1953 
corporations were also subject to excess profits levy and up to 1946 e.xcess profits 
tax. It should be noted that the absence of equity capital placed the public 
corporations in a different position from companies in respect of liability to 
profits tax; the public corporations were not liable to the higher rate of profits 
tax payable by companies on distributed profits up to 1958. Furthermore, 
interest on loan capital was normally treated as a deduction from profits in 
arriving at the assessment for profits tax. In the case of the public corporations, 
only a part of such interest was deducted, the proportion being determined with 
reference to the pre-nationalisation proportion of loan interest to equity 
distributions for the former undertakings.
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Taxes on income are shown in the same way as for companies and amounts 
withheld by deduction from interest and dividends paid are treated as tax falling 
on the recipients of the interest and dividends and not on the corporations. The 
figures of tax payments by the corporations are taken to be the amounts paid 
to the Inland Revenue less amounts of tax withheld from dividends and interest 
paid. The amounts withheld are estimated to have been closely matched by 
corresponding payments to the Inland Revenue in each calendar year up to 1965. 
In 1966 the new system of taxation of interest and dividends reduced the delay 
between deduction of tax from interest and dividend payments and payment of 
the corresponding tax to the Inland Revenue. As a result, tax payments in 1966 
were exceptionaUy high and tax reserves are shown as being correspondingly

*^^a^en ts  of taxes on income in the year are shown separately from additions 
to tax reserves; these additions represent the difference between actual payments 
in the year and the estimated tax at current rates on the income of the year, 
together with any alterations to previous reserves consequent on the Budget for 
the year. As mentioned above, in 1966 additions to reserves include a downward 
adjustment due to the change in the system of taxation of interest and dividends.

The estimates are based mainly on the published accounts of the corporations 
but information on receipts of tax by the Inland Revenue is also used. The 
reliability of the figures is limited by the degree of detail shown in the published 
accounts. For example, tax that is unpaid at the balancing date may be included 
in sundry creditors and not shown separately. Tax reserves set up by the cor
porations in order to spread over time the tax relief given by the initial allowances 
for capital expenditure are usually distinguishable in the accounts and changes 
in these reserves are excluded.

C A P I T A L  A C C O U N T

The capital account for all public corporations combined is presented as follows
Public corporations’ capital account, 1966

£ million

Receipts Payments

Undistributed income before Gross domestic fixed capital
provision for depreciation 1 formation .......................... 1,447
and stock appreciation ___ 643 ! Increase in value of stocks

Additions to interest and divi and work in progress.......... 41
dend reserves ..................... 12

Additions to tax reserves . . . . —25 T ra n sa c tio n s  in  fin a n c ia l a sse ts
Capital transfers (n e t) ............ 11

1 Net lending to private sector 8
T ra n sa c tio n s in  fin a n c ia l a sse ts

Net lending and investment
Loans from central govern a b ro a d ............................... 6
ment (net)................................ 867
Stock issued le s s  stock re Cash expenditure on company

deemed ................................. —12 securities, etc. (net) .......... 22
Net acquisition of other finan

cial assets ........................... —28

Total ...................................... 1,496 Total ..................................... 1,496

Source: 1967 Blue Book, Table 38
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244 Pm6//c corporations

account shows the corporations’ investment in fixed assets stocks 
and certain financial assets and the main sources from which the investment has nves'*̂ '̂  ,
been financed. The account does not record transactions relating to the transfer

iS “S r ' i r ““ "* ;S e4-> s;
Receipts

The receipts represent the sources of finance. They are as follows.
(ji) Undistributed income before provision for depreciation and stock apprecia

tion. This IS the balance brought forward from the appropriation account.
(b) Additions to interest and dividend and tax reserves. These are additional

financial resources temporarily available which are brought forward from the 
appropriation account.

. * 1— * * f  ̂  ̂ main constituents of this item were
contributions by consumers towards the cost of connecting consumers’ premises
to the electricity supply, etc. and Exchequer capital grants towards the external 
services of the British Broadcasting Corporation. Central government grants for 
civil defence works are included. In earlier years other main items were* Ex
chequer capital contributions such as those paid to the housing corporations and 
the New Town Development Corporations; in 1955 and 1956 the compensation 
paid to the British Transport Commission from the proceeds of the transport levy
(see page 265); and in 1949 receipts of war damage compensation less payments 
of war damage contributions.

For certain years capital transfers on writing-off debt are shown separately.
They represent the notional receipt from the central government of the amounts
by which the capital liabilities of public corporations have been reduced as a
result of capital reconstruction and writing-off debt. Details are given on page
283. The changes in these capital liabilities are also shown separately for the same
years under the headings ‘Loans from central government (net)’ and ‘Stock 
issued less stock redeemed’.

 ̂ .« iTl\
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(d) Loans from central government {net). Under the Finance Acts of 1956 and 
1958, public corporations in Great Britain ceased to raise capital by the issue of 
stock and from 1956 loans from the central government have been their chief 
source of external finance. An account of the reasons for this change is given in 
paragraphs 84 to 89 of the Radcliffe Report‘2). The figures are taken from the 
central government accounts, and are further described on pages 284 and 285.

Changes in net indebtedness to the central government arising in certain years 
from capital reconstruction and writing-off debt are shown separately (see pages 
283 and 284).

(e) Stock issued less stock redeemed. For this item premiums are added to, 
and discounts are deducted from, the nominal value of the stock involved. 
Only stock issued for cash is included; stock issued to former owners of acquired 
undertakings is excluded. After 1955 external finance has not been obtained by 
the issue of stock except in Northern Ireland, as explained above.

The decrease in liability for stock as a result of writing-off debt in certain years 
is shown separately as ‘Transfer of liability to central government’.

British Broadcasting 
(e) Cash expenditure on compi

Bpenditure on the acquisition of
securities. The expenditure 
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figures of government loans taki 
those included in the corporation

ANALYSIS BY IN 
AND C

'^^Committee on the Working o f the Monetary System, C m n d .  8 2 7 .

— lO

C5

iNi

\ \ ^

\ \

I



n-

Li u>-

'ovestn,sources in Public corporations 245

> ,

'" ■ ‘ S t s * * * *

Mnstitoents of thi. ■, '

•ration C^ntr.] «^enial
other m a i a i t a ; ™ " ™ :

J f /,* “ f ''';® '”S“ rporationsaiid
t '  “  ‘̂ 55 and 1956 the compewtion
P p /v * , *L  ,  vvo ij/V U M U U O

from  the proceeds ofilie transport levyrdamaEer/imnpnMtiA^ f.......... ^ige co n ^ n sa tio n  less payments

w iling-off debt are shoftn separately. i 
h e  central government of the amounts, 
corporations have been reduced as a , 
3g*off debt. Details are given on page 
are also shosvn separately for the same 
central government (net)’ and ‘Stock

ceased to

Payments
The investment financed by these receipts falls into the following groups.

(a) Gross domestic fixed capital formation. This comprises expenditure within 
the United Kingdom on the replacement of, and additions and improvements to, 
fixed assets less the proceeds from the sale of any fixed assets. Work done by the 
corporations for their own capital accounts is included. It includes interest which 
has been capitalised by certain corporations in respect of funds used for expendi
ture on fixed assets in the period before the assets came into productive use.
Further details are given in Chapter XII. ^

(b) Increase in value o f stocks and work in progress. This includes stock
appreciation as well as the value of the physical increase in stocks. The estimates 
are described in Chapter XIII.

(c) Net lending to private sector. This item comprises loans by less repayments 
to the Nationafpilm Finance Corporation, the Sugar Board and the Housing 
Corporation, together with the financial support of research and development 
projects by the National Research Development Corporation.

(d) Net lending and investment abroad. This consists of net lending by the 
Commonwealth Development Corporation for the financing of development 
projects overseas, together with capital expenditure on fixed assets abroad by the 
British Broadcasting Corporation.

(e) Cash expenditure on company securities, etc. {net). This comprises cash 
expenditure on the acquisition of subsidiaries, trade investments and marketable 
securities. The expenditure has been identified only from 1964.

(0  Net acquisition o f other financial assets. This item summarises the changes 
in all balance sheet entries, both assets and liabilities, not dealt with elsewhere 
in the capital account; for example cash, bank advances, borrowing from 
superannuation funds, trade credit granted, hire purchase credit given on con
sumers’ appliances, and trade debts. It also includes the differences between the 
figures of government loans taken from the central government accounts and 
those included in the corporations’ published accounts.

m al finance

System,
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ANALYSIS  BY I N D U S T R Y  OF A P P R O P R I A T I O N
A N D  C A P I T A L  A C C O U N T S

Tables 39 and 40 of the 1967 Blue Book show the appropriation and capital 
accounts—but not the operating account—of public corporations grouped 
by industries. These tables cannot be compiled until the full accounts of the 
corporations are available and are therefore not given for the latest year shown 
in the combined tables.

The grouping of industries is shown in the following list; the corporations 
listed and the titles used are those in existence at the end of 1966. The corpora
tions are each classified to one industry, except in the cases noted in the list, 
and in general no attempt is made to classify establishments engaged in sub
sidiary activities, for example railway workshops, to the industry to which they 
belong. This grouping of industries is used for the estimates of gross domestic 
product by industry (Table 17 of the 1967 Blue Book).

Fuel and power. National Coal Board, Electricity Council, Central Electricity 
Generating Board, M ea Electricity Boards, North of Scotland Hydro-Electric 
Board, South of Scotland Electricity Board, Electricity Board for Northern 
Ireland, Gas Council and Area Gas Boards.
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L on and steel. The Iron and Steel Holding and Realisation Agency and its 
subsidiaries. tax jre 

icoDiê ^̂  .

.  and

Tie the Blue
>ctiou*’

Tke certaiu adju

Transport and communication. British Railways Board, London Transport 
Board, British Transport Docks Board, British Waterways Board, Transport 
Holding Company, Ulster Transport Authority, National Dock Labour Board 
National Ports Council, British Overseas Airways Corporation, British European 
Airways, British Airports Authority, Post Office, Cable and Wireless Ltd. i

Housing and new town corporations. New Town Development Corporations 
Commission for the New Towns, Scottish Special Housing Association, Northern 
Ireland Housing Trust, Coal Industry Housing Association (fixed capital 
expenditure on housing by the National Coal Board), Housing Corporation.

Other corporations. British Broadcasting Corporation, Independent Television 
Authority, Bank o f England, National Film Finance Corporation, National Re
search Development Corporation, Commonwealth Development Corporation,
Covent Garden Market Authority, Sugar Board. Industrial Reorganisation '[ the trading .77*115 qua 
Corporation, Coal Industry Social Welfare Organisation, and the internal * adjusted on the ^
insurance funds mentioned below. ' -..-"inatwlothertuau

In their own accounts the public corporations exclude from their trading 
surpluses the surpluses accruing to the various internal insurance funds, which 
provide for various forms o f compensation; these surpluses are the payments 
into the funds, which are mainly charged to the corporations operating accounts, 
less compensation payments. Such surpluses must, however, be included in the 
trading surplus o f the public corporations sector for consistency with the 
transactions of the rest o f the economy. To simplify comparison with the 
published accounts, the transactions of these internal insurance funds are, in 
principle, excluded in Tables 39 and 40 from the transactions of the corporations 
in each industry group and entered in the miscellaneous group ‘Other cor
porations’. In practice only one corporation is so treated at the present time; 
payments by the National Coal Board into funds for workmen’s compensation, 
supplementary injuries, surface damage, restoration of opencast sites, com
pensation for loss of office and insurance are regarded as operating expenses of 
the Board and as operating receipts of the group ‘Other corporations’. The excess 
of receipts over expenses in these compensation activities, that is the increase in 
provisions for deferred liabilities as shown in the balance sheet, is treated as 
undistributed income in the ‘Other corporations’ group.

Sufficiently reliable estimates o f additions to tax and interest reserves on the 
basis used in the Blue Book cannot be made for the corporations in each of the 
separate industries. The appropriation accounts therefore show the provision for 
interest and dividends and for United Kingdom taxes on income, including 
additions to reserves. The entries for additions to tax and interest reserves in the 
capital account are omitted from the receipts and the figure o f ‘Net acquisition of 
other financial assets including net investment abroad’ therefore excludes any 
changes in financial assets associated with changes in these temporary reserves.

the basis ol me
or unniMted other than atfl

iiduded in the acconnts only»
year in which they "Woper  ̂
ear shown are in some cases pr

of the published accounts. 
Where the estimates relate tc

estimates

>

loans.

Qmterly accounts

Q U A R T E R L Y  T A B L E S

Quarterly appropriation and capital accounts for all public corporations 
combined are published in Financial Statistics; the figures have been published 
from 1959. The accoimts correspond to those in the Blue Book, although 
the presentation is somewhat different. In the appropriation account additions to
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, income and are included in the balance o f  undistributed income. Hence it is not 
; necessary to add them back as a source o f  funds to the receipts side o f  the capiml 

^ ^ i t : account. The capital account also shows some additional detail on financial
transactions, which in the Blue Book is incorporated in the section on financial
accounts.
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3. S T A T I S T I C A L  S O U R C E S♦ .
Annual accouttts
The basic source o f information is the published accounts o f  the public cor
porations to which certain adjustments are made, as described in the previous 
section. When the accounts do not relate to the calendar year, some o f the 
calendar year estimates have been derived by interpolation but others, such as 
the trading surplus and certain items in the capital accotmt, are more precisely 
adjusted on the basis o f the quarterly information. Figures for corporations set 
up or terminated other than at the beginning or end o f a calendar year have been 
included in the accounts only with respect to that portion o f the initial or final 
year in which they were operating as public corporations. Figures for the latest 
year shown are in some cases provisional, being compiled before the appearance 
of the published accounts.

Where the estimates relate to transactions with the central government, the 
estimates are taken from the central government accounts rather than the 
accounts o f the public corporations, in order to achieve the consistency necessary 
in the national accounts. This applies to interest payments, capital grants and 
loans.

Quarterly accounts
Less basic data are available quarterly than annually and a certain amount o f  
interpolation and estimation has to be undertaken, particularly for the smaller 
items. The series are adjusted to the aggregates for the year when the annual 
figures become available.

The major public corporations provide quarterly returns which show:
Gross trading surplus
Capital grants received
Gross domestic fixed capital formation
Change in value o f stocks
Change in trade credit (net)
Cash expenditure on company securities, etc.

In 1966 these returns covered some 95 per cent o f the total gross trading surplus 
of public corporations.

The items which are taken from the central government accounts are all 
available quarterly. Quarterly payments o f taxes on income, after deduction o f  
amounts withheld from interest and dividends paid, are calculated from in
formation on receipts o f tax by the Inland Revenue and estimates o f the relevant 
interest and dividend payments. Payments of interest on stock issues are estim
ated on the basis of the dates when the interest becomes due. For the remaining 
small items o f interest smooth quarterly changes are assumed. The quarterly 
estimates of rent, non-trading income and income earned abroad are all inter
polated and projected on the basis o f the annual figures.
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248 Public corporations

The additional transactions on financial assets which are included in the
quarterly capital account are based on the returns made by the corporations and
by banks, superannuation funds and local authorities. Further details of financial 
transactions are given in Chapter XIV.

4 . R E L I A B I L I T Y

I \ (?1:

The reliability o f the basic annual data, being mainly published accounts, can be
regarded as in category A o f the gradings described on pages 39 to 41 Possibilities
o f error arise in adjusting financial year figures to a calendar year basis in the
estimates of items in the operating account which are not always distinguishable
m the published accounts, and in some o f the minor adjustments for individual
Items, but are probably not sufficient to reduce significantly the reliability of the 
annual figures as a whole.

The quarterly figures, involving rather more estimation, must be rated at a
lower level o f reliability. Even when returned by the corporations themselves
the quarterly figures are sometimes estimated. This applies even after the
quarterly figures have been adjusted to the annual totals, since there is no basis
on which accurately to allocate the annual adjustment over the four quarters of 
the year.
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PUBLIC CORPORATIONS SECTOR
I

Corporations in existence at 31 December }966 Commencing or
^ vesting date

British Broadcasting Corporation..............................................  J927
Electricity Board for Northern Ireland ..................................  1932
Scottish Special Housing A ssociation......................................  937

Si?nifi — n̂noividn,! British Overseas Airways Corporation .................................... 94U
Ŝ ficantly the rehabiliCl? North of Scotland Hydro-Electric Board ................................ 943

^  Northern Ireland Housing T r u s t ................................................ 1945
B ankofE nglandtu ......................................................................  I March 946
British European Airways..........................................................  1 August 1946
New Town Development Corporations and Commission for 1 December 1946

the New T o w n s............................................................and various later dates
National Coal Board ..................................................................  1 January 1947
National Dock Labour Board ..................................................  28 June 1947
Raw Cotton Commission(2) ......................................................  1 January 1948
National Film Finance Corporation (previously the National

Film Finance Company)..........................................................  1 October 1948
Ulster Transport Authority ......................................................  1 October 1948
Gas Council and Area Gas Boards ..........................................  1 May 1949
National Research Development Corporation..........................  28 June 1949
Iron and Steel Holding and Realisation Agency and its sub-

sidiarieŝ ^̂ ^**̂ .............................................................................. U  July 1953
Independent Television Authority..............................................  4 August 1954
South of Scotland Electricity Board ......................................  1 April 1955
Sugar Board.................................................................................  1 January 1957
Electricity Council, Central Electricity Generating Board and

Area Electricity Boards ......................................................  1 January 1958
Post Office.....................................................................................  1 April 1961
Covent Garden Market Authority..............................................  30 October 1961
British Railways Boards) .......................................................... 1 January 1963
London Transport Board 2̂) ......................................................  1 January 1963
British Transport Docks B o a r d ..............................................  1 January 1963
British Waterways Board(3> ...................................................... 1 January 1963

, Transport Holding Company .................................................. 1 January 1963
National Ports Council .............................................................. 10 June 1964
Housing Corporation................................................................. 1 September 1964
British Airports Authority.........................................................  1 April 1966
Industrial Reorganisation C orporation .................................. 21 December 1966

u‘Excluding the transactions of the Issue Department which are treated as transactions of 
central government (see page 252).

'2’Finally wound up on 1 January 1968.
u‘Corporations which succeeded existing corporations (see next page).
*̂ ’The Agency’s remaining subsidiary was vested in the British Steel Corporation when it was 

set up on 28 July 1967. The Agency was dissolved on 30 September 1967.
J
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Public corporations

Commencing or 
vesting date

Corporations operating wholly or mainly overseas:
Commonwealth Development Corporation (previously the

Colonial Development Corporation) ................................ 16 February 1948
Cable and Wireless Ltd............................................................  1 April 1950

Corporations succeeded by other corporations
Central Electricity Board, 1926 to 1 April 1948. Succeeded by the British 

Electricity Authority.
BritishElectricity Authority and Area Electricity Boards, 1 April 1948 to 31 March 

1955. Recreated as two separate corporations: the Central Electricity Authority 
and Area Boards, and the South of Scotland Electricity Board.

Central Electricity Authority and Area Electricity Boards, 1 April 1955 to 31 
December 1957. Reorganised as the Electricity Council, Central Electricity 
Generating Board and Area Electricity Boards.

London Passenger Transport Board, 1933 to 1 January 1948. Absorbed in the 
British Transport Commission and recreated as the London Transport Board 
on 1 January 1963.

British Transport Commission, 1 January 1948 to 31 December 1962. Recreated 
as five separate corporations: the British Railways Board, the London Trans
port Board, the British Transport Docks Board, the British Waterways Board 
and the Transport Holding Company.

British South America Airways Corporation, 1 August 1946 to 30 July 1949.
Absorbed in British Overseas Airways Corporation.

Cable and Wireless Ltd., 1 January 1947 to 1 April 1950. In 1950 the United 
Kingdom assets were taken over by the Post Office; the remainder of the 
undertaking, operating mainly overseas, continued to be treated as a public 
corporation.

Iron and Steel Corporation of Great Britain, 15 February 1951 to 13 July 1953. 
Succeeded by the Iron and Steel Holding and Realisation Agency (see page 
238).

Great Northern Railway Board (Northern Ireland portion), 1 September 1953 to 
1 October 1958. Absorbed in Ulster Transport Authority.

Corporations not succeeded by other corporations
National Service Hostels Corporation Ltd., 1941 to 10 September 1956. 
Festival Gardens Ltd., 16 November 1949 to 15 December 1953. 
Overseas Food Corporation, 16 February 1948 to 1 April 1955.
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1. G E N E R A L  D E S C R IPT IO N

THE SCOPE OF CENTRAL GOVERNMENT
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The central government, as a sector of the economy, is defined here in a wide 
sense. It can be regarded as embracing all bodies for whose activities a Minister 
of the Crown, or other responsible person, is accountable to Parliament. One of 
the marks of this accountability is that such bodies submit to Parliament detailed 
statements of their estimated and actual expenditure and their collection of 
revenue. The central government includes, in addition to the ordinary govern
ment departments, a number of bodies (for example. Regional Hospital Boards) 
administering public policy but without the substantial degree of financial inde
pendence which characterises the public corporations; it also includes certain 
extra-budgetary funds and accounts controlled by departments, of which the 
National Insurance Funds are the most important. It should be noted in par
ticular that the accounts of the government of Northern Ireland are combined 
with those of the United Kingdom government. The three main classes which 
go to make up the central government, as here defined, are now described in more 
detail.

Government departments. These comprise the Ministry of Defence and the 
civil departments of the United Kingdom government and of the Northern 
Ireland government, whose expenditure is described as expenditure on ‘Supply 
services’. This includes all bodies, boards, committees and commissions under 
the aegis of government departments and whose accounting arrangement:/ are 
identical with those of government departments, that is their expenditure is 
charged directly to supply Votes. Examples are the Monopolies Commission 
and the Countryside Commission. For national accounting purposes this class 
is divided between bodies carrying on trading activities, a list of which is given 
in Annex 1 on page 296, and non-trading bodies. Estimates are published 
annually in February or March for all departments, showing expenditure and 
some classes of receipts expected for the year beginning 1 April; the Appropria
tion Accounts show in slightly less detail the expenditure and receipts actually 
incurred. For most trading activities, trading accounts on a commercial (as 
opposed to a cash) basis are published in addition to the Estimates and Appropria
tion Accounts.

Bodies not administered as part o f government departments but subject neverthe
less to varying degrees o f ministerial or departmental control. In particular, these 
bodies are subject to detailed financial control. In most cases they draw a sub-
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252 Central government

stantial part of their income from government grants. Important examples are 
the Regional Hospital Boards, the Boards of Governors of Teaching Hospitals 
and the Atomic Energy Authority. There is a considerable number of other 
bodies, most of which are listed in Annex 2 to this chapter. Details of the revenue 
and expenditure of these bodies are generally appended in the Estimates and 
Appropriation Accounts or appear as separate House of Commons papers, or 
sometimes as Command papers (see Annex 3). Bodies in receipt of government 
grants, but having also other appreciable means of financial support, for example 
the universities, are treated as belonging to the company sector or to the personal 
sector. The borderline here between the central government and the rest of the 
economy is rather arbitrary. This problem is discussed further on page 261, 

Extra-budgetary funds and accounts controlled by departments. The third main 
component of the central government as defined in the national accounts 
consists of a variety of funds for which separate accounts are maintained but 
which are directly administered by the departments and bodies referred to in the 
previous paragraphs. Examples are:

National Insurance Funds 
Local Loans Fund 
Development Fund 
Civil Contingencies Fund 
Exchange Equalisation Account 
Post Ofiice Savings Banks Fund 
Redundancy Fund

A fuller list appears in Annex 3. The accounts of most of the funds referred to in 
this paragraph are included in the Estimates and Appropriation Accounts or are 
published as House of Commons papers or Command papers.

The Issue Department of the Bank of England is regarded as an agent of the 
central government and its transactions on behalf of the central government are 
treated as though they were transactions of the central government itself.

Up to 31 March 1968 the great bulk of government revenue was ultimately 
paid into the Consolidated Fund and almost all government expenditure was 
paid out of issues from that Fund. The Consolidated Fund was virtually syn
onymous with the term Exchequer, which was then the central cash account of 
the government with the Bank of England and Bank of Ireland. Most trans
actions of the Exchequer were, however, internal to the central government as 
here defined, and therefore disappear on consolidation (see next page). But a 
few transactions, such as the expenses of management of and interest on the 
national debt, were transactions with the non-government sector of the economy.

From 1 April 1968 the National Loans Fund was set up with a separate cash 
account at the Bank of England. From that date this account contains all the 
transactions connected with the national debt and the bulk of government 
lending, transferred to the new Fund from the Consolidated Fund. The Con
solidated Fund and the National Loans Fund between them cover nearly all 
government revenue, ordinary expenditure, lending and borrowing. Throughout 
this chapter the introduction of the National Loans Fund has been largely 
ignored, because the description relates to the 1967 Blue Book which was based 
on the previous form of accounts. And the term Exchequer is retained to describe 
the central cash account of the government.
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The transactions of the central government as here defined are r^orded 
usually in a good deal of detail, in the accounts of the departments bodies and 
funds discussed in the preceding paragraphs. A general description of the sources 
is given in Section 4 of this chapter and details of the principal published accounts 
are listed in Annex 3. But these accounts are not presented in a form suitable for 
national accounting purposes. Two principal operations have to be carried out to 
fit the large mass of data into the national accounting framework. In the first 
dace the various accounts have to be consolidated so that only transactions of 
die government, considered as a whole, with the rest of the economy ''emam. 
Secondly, such transactions with the rest of the economy have to be classified 
according to the economic categories used in the national accounts.

The consolidation o f accounts
In the first process—consolidation—transactions between any two parts of the 
central government are, with certain exceptions, eliminated. In particular, most 
transactions between the Exchequer and departments disappear. As an example, 
we may consider the case of taxes collected by the Inland Revenue. The depart
ment in due course passes the money it collects to the Exchequer. On consolidat
ing the accounts of this department with the Exchequer account, the payment by 
the department to the Exchequer disappears, so that the consolidated account 
shows only receipts of taxes by the department. Similarly issues of inoney from 
the Exchequer to departments to finance departmental expenditure disappear in 
the process of consolidation, and only payments by departments made outside 
the central governixient appear in the consolidated account, Departinental 
receipts and payments, as recorded in the consolidated account of the central 
government constructed for national accounts purposes, may therefore differ 
significantly from the receipts and issues as recorded in the Exchequer accounts. 

Other internal transactions which disappear on consolidation are:
(a) Expenditure on goods and services by one department through the agency 
of another; on consolidation, only the expenditure of the agent department 
remains. The most important example is the payments by the defence depart
ments to the Ministry of Technology, or previously the Ministry of Aviation, 
for defence equipment supplied.
(b) Debt interest paid by the Exchequer to government funds, for example 
debt interest paid on government securities held by the National Insurance
Funds.
(c) Grants between one part of the government and another, for example 
grants by the Ministry of Social Security to the National Insurance Funds.
(d) Lending between one part of the government and another, for example 
money invested by the National Insurance Funds in government securities 
through the agency of the National Debt Commissioners.
Internal transactions are not eliminated when the economic category of the 

payment by one part of the government differs from that of the receipt by the 
other part. Thus national insurance contributions paid by the government in 
respect of its employees, although effectively internal, do not disappear on 
consolidation but form part of government expenditure on wages and salaries, 
etc. Similarly, selective employment tax and other taxes on expenditure forming 
part of expenditure on goods and services by the government are not eliminated 
in the process of consolidation. Purchases by the non-trading parts of the central
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government from government trading bodies, for example Royal Ordnance 
Factories, appear both in expenditure on goods and services and in the operating 
receipts of the trading bodies, and thus make a contribution towards the gross 
trading surplus. Thus the valuation of central government expenditure on goods 
and services is comparable with that of private sector expenditure.

The economic classification o f the central government accounts
The object of the second main process applied to the accounts of the central 
government is to present the transactions of the government in categories which 
are economically significant and to relate the government’s aaivities to those of 
the rest of the economy. This calls for a reclassification of government trans
actions, as set out in the accounts presented to Parliament, in accordance with 
the principles adopted for national income accounting as a whole. Although the 
nature or purpose of most government transactions is fairly clear, in some cases 
the distinctions are not easy to draw. A principal consideration, however, is that 
the classification should be consistent with the treatment of these transactions in 
other sectors of the economy, and it may thus be influenced by the data available 
for other sectors. Certain problems of definition and treatment which arise in 
connection with the economic classification are further discussed below.

The arrangement of government transactions involves a division into the three 
types of account—production, current and capital—which are described in 
Chapter II. A production account is not published for central government  ̂but 
the balance on this account (gross trading surplus and rent) is entered in the 
current account. Within the current and capital accounts, transactions are 
further divided between requited payments and unrequited payments or transfers 
(see page 30).

Government transactions, after consolidation, are classified into the following 
broad economic categories:

(a) Receipts on current account.
(i) Gross trading surplus and rent. These are regarded as factor incomes and 
make a direct contribution to the gross national product.
(ii) Current transfers. These comprise taxes on income, taxes on expenditure, 
national insurance contributions, interest and dividends, and grants or gifts 
(mainly from overseas governments).
(b) Expenditure on current account.
(i) Purchases of goods and services. This represents consumption by the 
central government and forms part of final expenditure. It includes expendi
ture on the wages and salaries, etc. of government employees, other than those 
engaged in trading activities or on capital works. Certain non-trading receipts 
from the sale of goods and services are deducted from the related expenditure. 
Payments incurred on the production account of central government trading 
bodies are excluded.
(ii) Current transfers. These comprise subsidies (that is transfers to the pro
duction accounts of public or private trading bodies), debt interest, and current 
grants (to the personal sector, local authorities and the overseas sector).
(c) Receipts on capital account.
(i) Capital transfers. These comprise taxes on capital and capital transfers 
from abroad.
(ii) Financial transactions. Receipts from the sale of government securities, 
receipts from national savings, other borrowing, and other financial receipts.
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(d) Payments on capital account. . . ^ ,
Cl) Purchases of goods and services. This represents capital formation in fixed
assets and stocks, and forms part of final expenditure. It covers expenditure
for both trading and non-trading activities. Receipts from the sale o f fixed
assets are deducted. j  * ^
(ii) Capital transfers. These comprise grants towards the capital expenditure
of the private sector, public corporations and local authorities.
(iii) Financial transactions. Lending, the purchase of company securities, etc, 
A further subdivision is made of each class of payments according to the

function of the expenditure or type of service provided—a classification which 
differs at many points from any that might be derived from the more usual 
analysis according to spending departments. This functional analysis of ex
penditure is not shown separately for the central government, except for an 
analysis of current and capital expenditure on goods and services, because a 
considerable part of government expenditure on the provision of services is 
carried out through the agency of other bodies in the public sector—local 
authorities and public corporations. A full classification of expenditure by 
functional categories is therefore confined to the consolidated expenditure of the 
pubUc sector, for which a two-way classification by functional and economic 
categories is given; this analysis is described in Chapter XI.

Basis o f recording transactions
Most of the figures appearing in the central government tables refer to cash 
payments and receipts—like the accounts presented to Parliament from which 
the figures are ultimately derived't^ They are not on a payable-receivable, or 
an accruals basis, although this basis would often be more consistent with the 
figures in the corresponding accounts of the sectors concerned in transactions 
with the government (see pages 36 to 39). In one or two cases, however, where 
the information is available it has been considered worthwhile to adjust the 
government cash figures to the basis of corresponding figures recorded in the
accounts of other sectors. Examples are:

(a) Expenditure on subsidies to the nationalised transport undertakings, 
which represents the accrual of liability for this item. The item is thus recorded 
in the same way as it is in the accounts of public corporations, on which the 
estimates are based.
(b) Receipts of purchase tax, which represent the amount of tax charged by 
registered traders, rather than actual receipts by Customs and Excise. The 
adjustment is based on the fact that there is generally an average delay of about 
one calendar quarter between the time when traders charge the tax to their 
customers and make their payments to Customs and Excise.
(c) Interest on national savings certificates, where the interest accruing is 
substituted for the interest paid on certificates cashed. The excess of interest 
accrued over interest paid is regarded as part of the increase in national 
savings.

The counterpart of the adjustment made to the government cash figures in 
respect of the first two items is treated as a financial transaction—a change in 
debtors and creditors—and is shown in the capital account.

<1 >For a discussion of the central government accoimts from this point of view see Final 
Report o f  the Committee on the Form o f  Government AccoimtSy CmL 7969. See also Contra 
o f Public Expenditure, Cmnd. 1432.
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A particular difficulty arises over the recording of government purchases of 
goods and services. For certain categories of goods and services, mainly those 
purchased for military defence, cash payments may misrepresent the expenditure 
actually being incurred, since the payments are subject to random fluctuations of 
timing. This difficulty is of greater significance in the quarterly accounts than in 
the annual accounts; the method of dealing with it is discussed below (see page 
271). Irregularities in expenditure on wages and salaries may arise if increases 
in the pay of government employees are backdated. No adjustments are made 
to the cash figures in this instance because of the difficulty of estimating such 
adjustments and of allowing for them throughout the national accounts.

The difficulties of obtaining consistency between the government accounts 
and those of the rest of the economy do not arise in the case of activities for 
which accounts are prepared on a commercial, or payable-receivable, basis. 
These include not only government trading activities but also certain non
trading activities, for example the Regional Hospital Boards, for which accounts 
on a payable-receivable basis are prepared.

2. SOME PROBLEM S IN  TH E C LA SSIFIC A TIO N  OF
G O V E R N M E N T  TRANSACTIONS

TRADING BODIES

The major activities of government are the administration and defence of the 
country, the provision of various communal services, without charge or for a 
nominal charge, and the collection of taxes. But in addition there are branches 
of government mainly engaged in trading and thus akin to business enterprises, 
although not necessarily of>erating with the object of maximum profit. These 
trading activities have been of less importance in recent years but their treatment 
raises certain conceptual problems.

Government trading bodies are distinguished from public corporations 
(described in Chapter VIII) by the fact that the former are financially integrated 
with the central government, their expenditure generally being authorised by 
Vote on a year-to-year basis, and their cash surpluses, if any, apart from working 
balances which may be considerable, being returned to the Exchequer. Although 
the activities of these trading bodies resemble in many respects those of business 
enterprises, their financial integration with, and their control by, the central 
government bring them within the central government sector.

The criteria for distinguishing the trading activities of the central government 
from its other activities are:

(a) that the activity consists in production of goods and services, or in trading, 
of a kind which is or might be conducted by a private business;
(b) that distinct sales, either to the public or to a separate branch of the 
government, can be identified; and that the sales account for the major part of 
the production;
(c) that separate accounts of the activity are kept on a commercial accounting 
basis; or, failing this, that records exist from which such accounts can be 
constructed.
In nearly every department of the government, there are branches which 

recover part of the cost of the services they provide from sales to the public. 
Examples range from the charges for dental treatment under the national health
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service to the sale of postcards at the National Gallery. It is the exception, rather 
than the rule, to treat such activities as trading. Although prices charged may in 
some cases represent fairly accurately the cost of particular goods and services 
provided when considered in isolation, these charges are incidental to the general 
community service being provided by the government free of charge. The method 
followed is therefore to deduct the receipts from the corresponding expenditure 
and to enter the net expenditure in the government accounts. This treatment 
differs from the treatment of trading activities in that no attempt is made to 
calculate a profit or loss. Payments made by persons for, say, dental treatment or 
National Gallery postcards appear as components of consumers’ expenditure, 

A full list of government trading bodies is given in Annex 1 to this chapter. 
It should be observed that not all government establishments engaged in pro
duction of physical goods fulfil the conditions laid down above for treatment as 
trading bodies. Thus, although the Royal Ordnance Factories are treated as 
trading bodies, the Navy dockyards, R.E.M.E. workshops and Air Force 
maintenance units are not. Nor is the Stationery Office, because no suitable 
accounts are available for its printing activities and its selling activities are 
relatively minor. The commercial operations of the Atomic Energy Authority 
have been treated as a trading activity only from April 1965, when separate 
accounts of those operations were first published. It will be seen from Annex 
1 that trading activities include not only the purchase and sale of goods and 
services but also the ownership and leasing of land and buildings and other 
fixed assets, for example Crown estates and Board of Trade factories. The 
government trading income from the ownership of these fixed assets is included, 
however, not under the heading ‘Gross trading surplus’ but under Rent , along 
with rent income from other government property. Income from property 
owned by the government and used for its trading activities is, however, included 
in the gross trading surplus as for private enterprises.

The distinction between the trading and non-trading activities of the govern
ment affects both the presentation of the government accounts and the measure
ment of national income. Payments on production account, for example the 
wages and salaries paid to employees engaged in trading activities, are not 
included in government current expenditure on goods and services, nor are 
trading receipts included in government revenue. But the balance of trading 
receipts over trading expenses, after adjustment for changes in stocks, debtors 
and creditors, etc., and with certain other modifications described below, is 
included in the central government current account as gross trading surplus.

In the national accounts profit incomes are shown before deducting provisions 
for capital consumption, and interest payments are treated throughout as 
transfer payments and not as payments of factor income (see Chapter 1). In 
conformity with this treatment, the trading surplus of the government is reckoned 
before deducting any provision for depreciation or interest charges.

In the case of those trading activities where the aim is that total costs, including 
depreciation and interest, should be broadly covered over a period, the national 
accounts include a gross trading surplus equal to the overall surplus or deficit as 
shown in the accounts of the trading body plus its provision for depreciation 
and interest charges. Such bodies may make substantial surpluses, or deficits, in 
any one year which can reasonably be regarded as analogous to the profits, or 
losses, of private businesses, and thus as factor incomes contributing to gross 
national product.
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Some government trading activities, however, for reasons of policy are 
deliberately run at a loss, the prices at which the commodities or services are 
sold being fixed at less than the costs, including depreciation and interest, 
incurred in providing them. In 1966 activities of this kind were limited to the 
aerodromes and air navigation services run by the Board of Trade and the leasing 
of factories in development areas; up to 1956 Ministry of Food commodity 
trading was the principal example. Such deficits are not brought into the govern
ment trading surplus. The trading body is regarded as receiving on its production 
account a payment from the Exchequer equal to its deficit after charging de
preciation and interest. The payment is regarded as government expenditure on 
subsidies and, in conformity with the above definition, the trading body is 
regarded as having a gross trading surplus exactly equal to the provision made 
in its accounts for depreciation and interest. The provision for depreciation is 
based on the original, that is the historical, cost. This treatment corresponds to 
that of private enterprises whose selling prices are reduced by the receipt of 
subsidies from the government. As a result, variations in the losses of such 
government trading bodies do not affect the gross national product and the 
other aggregates measured at factor cost. These aggregates are the same as if the 
commodities or services were sold at a price which exactly covered costs, includ
ing depreciation and interest.

On the other hand, where a government enterprise is able by virtue of its 
monopoly to fix a selling price so as to yield an overall surplus, by analogy with 
the subsidies just described this surplus is appropriately treated as a tax on 
expenditure, while only the provision for depreciation and interest is included in 
gross trading surplus. For those years when the Post Office could be regarded as 
having served as a revenue-producing instrument for the Exchequer this is the 
treatment adopted. From April 1956 to March 1961 however, provision was made 
for a fixed Post Office contribution to the Exchequer, any remaining surplus or 
deficit being carried forward as a change in reserves. Thus from April 1956 to 
March 1961 only the fixed contribution of £5 million a year made by the Post 
Office is regarded as a tax on expenditure, the remaining surplus before deprecia
tion and interest being regarded as trading income analogous to that of a private 
enterprise and included in the central government gross trading surplus. From 
April 1961 the Post Office has been treated as a public coiporation because the 
Post Office Act, 1961 changed its financial status, and its expenditure was no 
longer appropriated by Vote, nor were its surpluses returned to the Exchequer.

The item ‘Gross trading surplus*, which with ‘Rent’ is the contribution of 
central government trading activity to the gross national product, therefore 
consists of;

(a) the trading surpluses, before deducting depreciation and interest, of those 
trading bodies which aim broadly at balancing their accounts over a period;
(b) the depreciation and interest of those trading bodies aiming as a matter of 
policy at incurring a loss;
(c) the depreciation and interest of those trading bodies making a surplus by 
virtue of their monopoly position. The Post Office was included in this category 
for the period up to April 1956.
The distinction between these three classes is often difficult to draw; the 

way in which the criterion is applied in each case is noted in the list of trading 
bodies given in Annex 1 to this chapter.
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THE CLASSIFICATION OF TAX RECEIPTS

The tax revenue of the government is classified into: 
taxes on income, often described as direct taxes; 
taxes on capital;
taxes on expenditure, often described as indirect taxes, 
national insurance contributions, etc. regarded as a direct tax on income. 

Most taxes fall clearly into one of these groups. But problems o f allocation arise
in certain cases.

The distinction between these different kinds o f taxes is important for two 
reasons: (a) if a tax is treated as a payment from the capital account of, say, 
persons, consistency requires that it should be regarded as a capital receipt of 
government; if it were regarded as a current receipt o f government, then govern
ment current receipts would be increased by a transfer not reflected in current 
payments by the personal sector; (b) taxes on expenditure, as distinct from taxes 
on income and capital, are regarded as an element in the prices of final goods 
and services having no counterpart in factor incomes.

Taxes on capital
These include death duties and, from 1964, taxes on capital gains. Included also 
in the years 1948 to 1954 were receipts from the special contribution, levied in 
1948/49 and assessed on the basis of investment income. The special charge 
levied in 1968/69 is also regarded as a tax on capital. From 1967 receipts o f the 
betterment levy on the development value of land are also included.

Both death duties and taxes on capital gains are regarded as payments from 
the capital account of the taxpayer, because they are assessed on the basis of 
capital and not of income. Death duties are payments o f a once for all nature 
and it is a realistic presumption that the payment o f death duties results in a 
roughly comparable diminution in the capital assets of the personal sector. To a 
lesser extent the same is true of taxes on capital gains although these taxes may 
be paid with some regularity. Since capital gains are not part of national income 
it is desirable to distinguish taxes on capital gains from taxes on income. The 
special contribution and special charge, being assessed on the basis o f investment 
income, indirectly tax the wealth giving rise to that income; and their once for 
all nature makes it reasonable to suppose the payments are from capital rather 
than income.

Taxes on income and taxes on expenditure
The distinction between taxes on income and taxes on expenditure may cause 
difficulty in marginal cases. Broadly, taxes which enter into costs of production 
and distribution, such as taxes on tobacco and petrol, purchase tax, selective 
employment tax, etc. are treated as taxes on expenditure; they are operating costs, 
but not factor rewards. Taxes on final buyers associated with the purchase, 
possession or use of particular goods are also treated as taxes on expenditure, for 
instance motor vehicle licence duties and stamp duties on the transfer o f prop
erty. But where taxes are levied on the possession or use of consumption goods, 
such as motor vehicle licence duties paid by consumers, they are not associated 
with any productive activity and they might be regarded as a direct, rather than 
an indirect tax. Doubt may also arise over the treatment of taxes associated with 
the use of capital goods, for example land and buildings. Income tax assessed up 
to 1963 under Schedule A is regarded as a tax on income, because it was charged
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260 Central government

in respect of the rent income attributed to the owner-occupier. But local rates 
are regarded as a tax on expenditure because they are in general charged in 
respect of occupancy.

Any fees and licences paid to the government for services which the government 
alone can provide, or for which there is no parallel among the services provided 
by private industry, are included among taxes on expenditure. Examples arc 
passport fees, fees for applying to the courts and the transport levy raised from 
1954 to 1956. Fines or penalties imposed by the government are also treated as 
taxes on expenditure. International recommendations suggest that fees and fines 
of this kind paid by consumers should be treated as a special category of transfer 
payments by the personal sector to the government and should not be included 
in consumers’ expenditure (2). This treatment has much to commend it since many 
such fees and fines cannot strictly be regarded as part of the market price of any 
goods or services. But in the United Kingdom the items have been considered not 
important enough to justify a separate category of transactions. Fees and 
receipts for services rendered in cases where the government does not enjoy a 
monopoly or compulsory powers, and where there is a clear link between the 
payment and the acquisition of goods or services, are treated as a deduction 
from government current expenditure on goods and services and not as a tax 
on expenditure. Examples are payments to dentists for treatment under the 
national health service and payments for the purchase of postcards at the National 
Gallery,

National insurance contributions^ etc.
National insurance and other similar contributions from employers and 
employees are treated as a form of tax because the national insurance system, 
being compulsory, must be regarded as an instrument of public policy rather 
than as a trading activity comparable with private insurance schemes. The 
contributions are a tax on income, rather than a tax on employers’ expenditure 
on wages and salaries, because they are associated with direct benefits to the 
employee; they are also, in part, paid from the employee’s income. Contributions 
to national insurance, national health and the Redundancy Fund are all treated 
in this way. But selective employment tax, which is collected with national 
insurance contributions, is regarded as a tax on expenditure and not as a tax on 
income, because it is not associated with any benefit to the employee and is paid 
entirely by employers.

THE DEFINITION OF GRANTS
Grants have to be distinguished from subsidies, which are also unrequited 
payments. The distinction is that subsidies are unrequited payments to the 
production accounts of trading concerns, whether in the public sector, for 
example the British Railways Board, or in the private sector, for example farmers 
receiving deficiency payments. Such payments are treated as trading receipts of 
the recipient and have the effect of reducing his selling prices, just as taxes on 
expenditure increase them. Grants, on the other hand, are not direct payments 
into production accounts. All unrequited payments of a current nature to trading 
concerns are regarded as subsidies and central government current grants 
therefore comprise current transfer payments to local authorities, the personal 
sector and the overseas sector. A number of problems arise in applying these

System o f National Accounts anil Supporting Tables, United Nations, New York, 1964.
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criteria to certain government payments which might be treated as subsidies, or
as current grants, or in some other way. . - i *

Unrequited payments to trading concerns may also be of a capital nature;
these are regarded as capital grants and not as subsidies. Capital grants are made
to assist the financing of capital expenditure, generally on fixed assets.

Payments to grant-aided bodies
Payments to grant-aided bodies may be divided into three different categories
according to the type of body being financed: j  u .u .

(a) Grant-aided bodies which are wholly, or almost wholly, financed by the 
Bovernment-although with varying degrees of independence in operation—and 
which are subject to the same sort of financial control as that imposed on ordinary 
government departments. These bodies are treated as part of the central govern
ment, as explained on page 251. On consolidation of accounts, the grants to such 
bodies therefore disappear and their expenditure is recorded as part central 
government expenditure. This category includes, for example, the Medical 
Research Council, the British Council and the Atomic Energy Authority.

(b) Bodies serving industry, supported by the government but not wholly 
dependent on government funds nor subject to detailed financial control. These 
bodies are grouped with trading concerns, in the same way as trade.associations 
and other private non-profit-making bodies serving industry. They are treated as 
part of the company sector, although they do not trade or produce in the ordinary 
sense. Examples are the British Standards Institution and industrial training 
boards. Central government payments to these bodies are treated as government 
purchases of goods and services by analogy with the treatment of expenditure on 
advisory services to industry (see below). The payments could be regarded as 
subsidies, but it is difficult to determine which branches of industry benefit and it 
seems simpler to restrict subsidies to direct payments to productive enterprises. 
The current expenditure of these bodies which is not financed by government 
grants is regarded as intermediate expenditure and the excess o f their receipts 
over their current expenditure is treated as part of company trading profits.

(c) Other grant-aided bodies are those which, like the second category, are 
only in part dependent on grants from the government but whose functions are 
to provide services to persons. The universities are the principal example. These 
private non-profit-making bodies are treated as part of the personal sector. 
Government payments to them on current account are treated as current grants 
to the personal sector, and their current expenditure on goods and services is 
included in consumers’ expenditure.

Annex 2 to this chapter gives a list of the main grant-aided bodies, showing 
to which of these three categories each is classified.

Advisory and other services to industry
The government provides certain advisory services—for agriculture, export 
promotion, and so on—^which might otherwise be provided by private organisa
tions on a commercial basis. The cost of these services is treated as government 
expenditure on goods and services. It might, however, be argued that this cost 
in effect represents a subsidy to industry and should be treated as such. This 
argument might be extended to many other services to industry rendered by the 
government, such as the operation of employment exchanges by the Ministry of 
Labour or the services of the Board of Trade and other departments in regulating
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Grants in kind
The net cost to the central government of milk and other welfare foods, provided 
free or at subsidised prices, is treated not as current expenditure on goods and 
services but as a current grant to the personal sector. This corresponds to the 
treatment of local authorities’ expenditure on school meals and milk, and is 
adopted in order that consumers’ expenditure should include all expenditure on 
food for use by households (see page 105). The same procedure was adopted even 
before October 1955, when the net cost o f welfare foods and milk in schools was 
shown as a loss in the trading accounts o f the former Ministry of Food,

3. TH E PU B L ISH E D  TABLES

Four tables in the Blue Book present the central government accounts. A 
detailed current account for the central government as a whole is shown, a 
summarised version o f which is included in the sununary tables. Separate 
detailed current accounts are also given for the central government excluding 
the National Insurance Funds and for the National Insurance Funds. The 
capital account for the central government includes details of financial trans
actions.

Additional information is given in the sections of the Blue Book on combined 
public authorities and the public sector. These tables are described in Chapter XI. 
Current and capital accounts for the central government on the same basis as 
those given in the Blue Book are published in the Financial Statement presented 
to Parliament on the day of the Budget. These tables relate to the financial year 
just ended and the coming financial year.

CURRENT ACCOUNT

The current account for 1966 in the 1967 Blue Book is presented on the next 
page. The current account corresponds to the income and expenditure account 
or appropriation account presented for other domestic sectors. The notes in the 
following paragraphs describe the composition of the separate items in the table. 
References to income and expenditure in Great Britain apply also to the cor
responding income and expenditure in Northern Ireland. References to particular 
departments should be taken to cover, where relevant, any other departments 
which had the same responsibihties in earlier years.

Taxes on income
The distinctions between taxes on income and taxes on capital and expenditure 
are discussed on pages 259 to 260. Taxes on income consist of receipts from less 
repayments to taxpayers, whether or not resident in the United Kingdom, of the

. e

f.-' • f

>51

in5*
1(9

industry and trade or in producing commercial or statistical information. If the 
cost of such services were treated as subsidies, there would be imputed subsidy 
payments by government to industry, balanced by a corresponding imputed cost 
of production, in the production accounts of industry; industry’s trading profits 
would remain unaffected. The undesirability of extending the amount of im
putation, together with the difficulty of determining which government services 
could reasonably be regarded as services to industry and which branches of 
industry benefit, rules out this method of treatment. ; Surtax
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Current account of central government including National Insurance Funds, 196fi
£ million

Receipts Expenditure

Taxes on income i
Income tax .........
Surtax .................
Profits tax.............
Corporation tax .. 
less Overspill relief

Total 4,449

« ■
Taxes on expenditure:

Customs and Excise duties'i’. 
Motor vehicle licence duties
less Export rebates........... .
Selective employment tax
Stamp duties..........................
Post Office contribution to the

Exchequer ..........................
Miscellaneous ......................

• •

Total 4,243

National insurance contribu
tions .......................................

National health contributions .. 
Redundancy Fund contribu

tions ............. •.........................

1,613
166

18

Gross trading surplus**^.............
Rent:

Temporary houses and For
ces* married quarters.........

Other.......................................

15

Interest and dividends, etc:
On loans to local authorities.. 
On loans to public corpora

tions ...................................
Other.......................................

171

Total ......................................... 11,273

Current expenditure on goods
and services:

Military defence ......................................................
2,162

National health service........ 1,158
Other‘1’ ................................ 791

Total .................................... 4,111

Subsidies*** ............................. 476
1 Current grants to personal
1 sector:

Post-war credits..................... 17
Education'**........................... 135
Child care.............................. 4
Milk and welfare food schemes 43
Social security benefits:
National insurance............. 1,894
Other'**................................. 546

Employment services ................................. 29
A  * 9

1 Other ...........................................................................................................
47

Total .................................... 2,765

Debt interest ................................................................................
1,041

1 Current grants to local author-
I ............................................................................... 1.479

Current grants to overseas
1 countries and international
1 organisations ..................................................................... 165

National insurance benefits and
1 war pensions paid to non-
1 residents ..........................................................................................

17

Total current expenditure........ 10,054

1 Balance: current surplus before
1 providing for depreciation

and stock appreciation ........ 1,219

1 Totfll ............................................................... ............................................... 11,273

Source: 1967 Blue Book, Table 41 
’These items are subdivided in the Blue Book table, as described in the notes below.

taxes listed in the table. Income tax excludes the estimated amount^ of tax on 
short-term capital gains collected under Schedule D from 1964 which is included 
in taxes on capital. Income tax deducted from post-war refunds of excess profits 
tax is excluded in earlier years. Receipts of excess profits tax and excess profits 
levy are also shown separately in the Blue Book table; they were negligible after 
1965. Post-war refunds of excess profits tax are not deducted; they are regarded 
as capital transfers (see page 283). Payments of overspill relief, made in certain 
cases where the overseas tax rate exceeds the corporation tax rate, under Section 
84 of the Finance Act, 1965, are shown separately as a deduction from this item.
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The figures relate to actual receipts o f tax, not to the amount of tax ultimately 
payable on the income earned in the year, nor to the tax legally payable during 
the year. As already explained on page 253, the figures shown are the amounts 
collected by the Inland Revenue and not the amounts received by the Exchequer 
from the Inland Revenue. The allocation of the total amount received between 
different types of income and different types of taxpayer is described on page 328. 
The annual reports o f the Commissioners o f Inland Revenue give figures of 
taxes on income payable in each year(^).

Taxes on expenditure

These consist of net receipts from those taxes which are treated as part of the 
costs o f production of particular commodities, or which fall on specific kinds of 
expenditure (see page 259). They are divided as follows:

(a) Customs and Excise duties. The figures are derived from Customs and 
Excise returns. The table shows separately receipts from duties on beer, wines and 
spirits, tobacco, hydrocarbon oils, protective duties, temporary charge on 
imports (payable from 1964 to 1966), purchase tax, entertainments (up to 1960) 
television licence (from 1957 to 1963), television advertisement (from 1961 to 
1964), betting, and all other items. The classification is that used in the annual 
reports o f the Commissioners of H.M. Customs and Excise. As explained on 
page 255, receipts of purchase tax represent an estimate of the amount of tax 
charged by registered traders in the period, taken as the amount received one 
quarter later. The excess or deficiency o f actual receipts by Customs and Excise 
over this amount is shown in the capital account under the heading ‘Adjustment 
for purchase tax’. Receipts of duty on hydrocarbon oils and purchase tax are 
shown before deducting export rebates, which are deducted separately.

(b) Motor vehicle licence duties. The figures are derived from Ministry of 
Transport returns. These duties are collected by local authorities as agents of the 
Ministry o f Transport and remitted through that Ministry to the Exchequer. 
The figures represent an estimate o f the amounts received by local authorities.

(c) Export rebates. These are rebates of the payments of the duty on hydro
carbon oils, purchase tax and motor vehicle licence duties entering into the cost 
of goods exported from 26 October 1964.

(d) Selective employment tax. The tax became payable from 5 September 1966. 
It is included on a cash basis as it is paid. The figures represent total receipts 
less refunds, including the refund element of premium payments. Premium 
payments did not begin until 1967.

(e) Stamp duties. The figures are derived from Inland Revenue returns. The 
main items are duties on conveyance of land and houses, on transfers o f stocks 
and shares and on cheques. A full analysis is given in the annual reports of the 
Commissioners of Inland Revenue.

(f) Post Office contribution to the Exchequer. The figures are derived from the 
Finance Accounts. The treatment of this item is discussed on page 258. It repre
sents (a) prior to April 1956 the Post Office surplus (b) from April 1956 to March 
1961 a contribution o f £5 million a year as fixed for the purposes o f the Post 
Office Commercial Accounts^^> and (c) from April 1961 the contribution in lieu of 
taxes made from the Post Office Fund.

‘3>See for example Report o f  the Commissioners o f Her Majesty's Inland Revenue, llOth 
Report, Cmnd. 3508.

•'“ See Report on Post Office Development and Finance, 1955, Cmd. 9576.
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(g) Miscellaneous items. In 1966 these consisted of:

(i) Fees from government permits, fines, penalties, etc. included 
among appropriations-in-aid o f departmental expenditure. The 
figures are derived from analysis o f the Appropriation Accounts. . .

(ii) Payments to the Exchequer by the Independent Television
Authority in respect o f ‘additional payments’ by the programme 
contractors under the Television Act, 1964.........................................

(iii) Certain items included among Miscellaneous Revenue o f the 
Exchequer, derived from the Finance Accounts and Appropriation
Accounts.......................................................................................................
(iv) Licence duties retained by local authorities—mainly dog 
and gun licences. The figures are derived from local authority 
accounts. They are regarded as central government taxes because 
the rates are determined by the central government; the amounts 
are included in current grants to local authorities (see page 308).

(v) Tithe annuities payable by landowners to the Tithe Redemption 
Commission after landowners’ liabilities for tithe rent charges 
had been extinguished by the Tithe Act, 1936. Lump sum payments 
by landowners in commutation o f annuities are included

Total

£ million

Land development charges levied from 1948 to 1960 
Country Planning Acts, 1947 are included in this item.

Categories o f taxes on expenditure no longer levied but shown for earlier
years are as follows:

(a) Transport levy. This was imposed on certain road goods vehicles under the 
Transport Act, 1953, and was collected in the years 1954 to 1956. The proceeds 
were used to finance the payment of compensation to the British Transport 
Commission for the capital loss sustained by the Commission on the sale o f part 
of its road haulage undertaking. These payments to the Commission are treated 
as capital grants (see page 283).

(b) Broadcast licence revenue retained by the Exchequer. The amounts shown 
under this heading represent the excess o f receipts from broadcast receiving 
licences over the amounts actually paid to the B.B.C. for its home services and 
the cost of collection paid to the Post Office. From 1961 nothing was retained 
by the Exchequer.

National insurance^ national health and Redundancy Fund contributions
This item covers contributions to the national insurance scheme (both flat rate 
and graduated contributions), the industrial injuries scheme, the national health 
service and, from 1965, the Redundancy Fund. These contributions are treated 
as a form o f tax on income. Prior to September 1957 no direct contributions 
were made in respect o f the national health service, although it was partly 
financed from the National Insurance Funds. The contributions from different 
types of contributor are shown separately in Tables 44 and 51 o f the 1967 Blue
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Book. Redundancy Fund contributions became payable by employers from 
5 December 1965 under the Redundancy Payments Act. The contributions are 
paid with national insurance contributions. Payments o f selective employment 
tax, collected from September 1966 with national insurance contributions, are 
regarded as a tax on expenditure and are not included here.

Gross trading surplus
The definition o f this item is discussed on pages 256 to 258. It excludes the 
income arising from the ownership and letting o f land, buildings, and other fixed 
assets which is included under ‘Rent*. Income from the ownership of property 
used for government trading activities is included. A list o f trading activities 
is given in Annex 1 to this chapter. The composition o f the gross trading surplus 
in 1966 was as follows:

£ million
Trading surpluses (or losses) before deducting depreciation 

and interest:
Atomic Energy Authority (trading activities) .....................  9
Export Credits Guarantee Department.................................  — 4
Post Office Savings Bank ........................................................  _ I g
Other trading bodies ................................................................  3

Depreciation (based on historical cost) and interest only:
Forestry Commission................................................................  1$
Royal Ordnance Factories ......................................................  6
Civil aerodromes and air navigation services.......................  3

T o ta l......................................................................................................  15

In conformity with the definition of the gross trading profits of banks used 
elsewhere in the national accounts (see pages 204 to 206), the gross trading 
surplus o f the Post Office Savings Bank is a loss equal to its expenses o f opera
tion. This loss is offset by its net investment income. In the calculation of the 
trading surplus o f the Royal Mint, United Kingdom coin is regarded as being 
sold by the Mint at cost to the central government. The purchase of the coin is 
reflected in ‘Current expenditure on goods and services’, while the increase in 
face value of issued coin is treated as a form of borrowing in the central govern
ment capital account. In the calculation of the trading surplus o f the Forestry 
Commission, the increase in value of stocks of growing timber is taken to be the 
net cost, including depreciation and interest, o f forestry operations, so that the 
trading surplus is equal to depreciation and interest charges. The Royal Ordnance 
Factories are considered to transfer their products to service departments at 
prices exactly equal to their costs, including an allowance ôr depreciation and 
interest.

As mentioned on page 258, up to April 1961 the Post Office is regarded as a 
government trading body and for the years up to 1961 separate figures of the 
gross trading surplus for the Post Office are given in the current account of the 
central government. Until March 1956 this represents only depreciation (at 
historical cost) and interest on the capital employed in the Post Office. From 
April 1956 to March 1961 the item represents the Post Office trading surplus, 
before deducting depreciation and interest, but after deducting the fixed con
tribution of £5 million a year to the Exchequer. The Post Office Savings Bank
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continued to be treated as part of central government after April 1961 because 
its funds are administered by the National Debt Commissioners.

Rent
Like the trading surplus, the rent income of the central government is a direct 
contribution to the gross national product. Rent income is measured after 
deducting the cost of repairs, etc. but before deducting depreciation and interest 
and the principles applied are the same as those for other sectors. Thus, in addi
tion to rent income arising from owning and letting property, this item includes 
an imputed rent in respect of non-trading property owned and also occupied by 
the government. The government as owner is regarded as letting the building 
to itself as occupier, the payment of rent as occupier and the receipt of rent as 
owner being two parts of an imputed transaction (seepages 7 and 8). The imputed 
receipt is included in rent and the imputed payment in current expenditure on 
goods and services. Income from land and buildings owned by the government 
and used by government trading bodies, however, is not included under rent; 
as with other trading enterprises, the income contributes to the gross trading
surplus.

For convenience, the rent income of the central government includes income 
arising from the owning and leasing of fixed assets other than land and buildings; 
for private trading enterprises such income is included with trading profits. 
Except in the case of the Atomic Energy Authority, no income is imputed for 
non-trading assets other than land and buildings which are owned and used by 
the government.

There are special difficulties involved in attempting to quantify imputed rent 
in respect of government-owned buildings used for non-trading purposes, such 
as hospitals. This is because in many cases there are no actual market rents for 
similar types of buildings which could provide a basis for estimation. Where 
market rents do not provide a basis, the imputed rents are estimated by two 
possible methods:

(a) an assessment of rateable value;
(b) depreciation and interest on capital employed.

Both of these methods have certain deficiencies as applied to the assets considered 
here. Rateable values are normally assessed on the basis of the rent at which 
the property might reasonably be expected to let, but in the case of these govern
ment properties the assessments of rateable values are necessarily more sub
jective. In the case of depreciation and interest on capital, these usually relate 
to original cost and are not necessarily a measure of the current use value. Nor 
do these charges themselves necessarily relate to all the assets in current use, 
since some of them may have been fully amortised. On the other hand, deprec
iation and interest charges may well be higher than the market rents for alter
native, less suitable, uses of the property.

In practice the method adopted for any particular category of assets depends 
largely upon the data available, but where a choice is possible the advantage of 
using the same basis of imputation for groups of assets which are frequently 
compared, for example hospitals and schools, is borne in mind. The methods 
adopted are listed below. One category of assets owned, though not exclusively 
used, by the central government for which no imputation is made is trunk 
roads. Similarly, no imputation is made for other roads in the accounts of local 
authorities (see page 311), and nothing is included for roads in the estimates of
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capital consumption (see page 387). This is in accordance with the treatment of 
roads recommended by the United Nations<5).

The composition of rent in 1966 was as follows:
£> million

Rent from letting of property:
M inistry of Technolo^ (buildings, plant and machinery) 5
Ministry of Public Building and Works............................  3
Ministry of Defence (land and buildings)....................... 3
Crown Estate Office......................................................... 4
Board of Trade (factories) .............................................  5
Other ................................................................................ 1

Imputed rent from owner-occupied property:
Non-trading assets of the Atomic Energy Authority___ 42
Hospitals............................................................................ 21
Government offices ......................................................... 8
Married quarters for the Forces at hom e....................... 4

T o ta l......................................................................................... 96

Rent from the letting of property represents gross rents received less expenses 
(in so far as they can be identified) other than depreciation and interest charges. 
In the case of Board of Trade factories, rent is taken as equal to depreciation and 
interest charges; the amount by which this exceeds the net rents received is 
treated as a subsidy (see page 258).

Imputed rent in respect of the principal non-trading fixed assets owned and 
used by the central government is estimated by the following methods:

(a) non-trading assets of the Atomic Energy Authority—measured by deprec
iation and interest on capital employed as shown in the Authority’s published 
balance sheet;
(b) national health service hospitals—based on the assessments of rateable 
values made by the Treasury valuer;
(c) government offices and buildings—based on floor space and the market 
rents of similar accommodation;
(d) married quarters for the Forces at home—measured by the annuities, that 
is interest and amortisation of capital, paid by the service departments to the 
Exchequer. The accommodation is financed under the Armed Forces (Housing 
Loans) Acts, 1949 and 1958.
A corresponding imputation of current expenditure on goods and services 

by the central government is made in respect of the current use of these assets. 
In the case of married quarters for the Forces, the amount treated as current 
expenditure on goods and services is the excess of imputed rent plus repairs and 
other expenses over the rents received from tenants. Ilie amount of imputed rent 
is shown separately in the detailed analysis of public authorities’ current ex
penditure on goods and services (Table 48 of the 1967 Blue Book).

An imputation of rent income was also made up to March 1962 in respect of 
government-owned temporary houses and schools. This was taken as equal to the

System o f National Accounts and Supporting Tables^ United Nations, New York, 1964.
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annuities paid by the housing and education departments to the Exchequer and 
Ministry of Works respectively. Because the life of temporary houses exceeded 
the ten years envisaged at the time of construction, the period over which the 
annuities were paid by the housing departments was extended by several years, 
with a consequential reduction in the annual payment from April 1955. This 
resulted in a substantial reduction in 1955 to the figures for imputed rent from 
temporary houses, and the item disappeared after March 1962 when payment of 
the annuities ceased. The excess of this imputed rent for temporary houses and 
temporary schools over the amounts actually received from local authorities for 
their use is treated in the one case as part of housing subsidies (see page 327) 
and in the other as current expenditure on goods and services.

Interest and dividends^ etc.
This consisted of the following items in 1966:

£ million
Interest on loans to:

The personal sector ........................................................... 2
Companies ............................................................................... 21
Public corporations .......................................................... ..
Local authorities................................................................
The overseas sector ..........................................................

Investment income of extra-Exchequer funds, other than
national debt interest:

National Insurance Funds ...............................................  12
Post Office Savings Bank and Fund for the Banks for

Savings............................................................................ 1^
Other interest and dividends, etc.:

On company securities........................................................... 29
Other .................................................................................

T o ta l...........................................................................................

Details of the loans in respect of which interest is received are given below in 
the description of the central government capital account (see pages 284 to 286). 
Receipts on company securities relate mainly to dividends on British Petroleum 
and Suez Canal shares. Other receipts of interest and dividends, etc. include 
the payments by the Bank of England to the Exchequer under Section 1(4) 
of the Bank of England Act, 1946; dividends paid by Cable and Wireless Ltd.; 
net revenue of the Iron and Steel Holding and Realisation Agency paid into the 
Exchequer from 1955 to 1967; surplus revenue of the Transport Holding Com
pany, paid under Section 29(10) of the Transport Act, 1962; payments to the 
Exchequer by the Independent Television Authority under Section 13(2) of the 
Television Act, 1954 and Section 21(4) of the Television Act, 1964; and dividends 
paid on its Exchequer dividend capital by British Overseas Airways Corporation 
under Section 2(2) of the Air Corporations Act, 1966.

Current grants from overseas governments
This item relates to grants in aid of current expenditure. No receipts have been 
recorded under this heading from 1959 to 1966. Grants in kind, for example free

.(0

I

f

y

♦ ^

 ̂ m

. A '

f

)

r
I r

i'"

b -

L

.4



\1

, \ •!

•« > -

Is
f iKi

i»> 1-Ĵ.
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transfers of military equipment, are excluded from the accounts. A grant is
treated as current only if the expenditure which it is to finance is treated as
current in the national income accounts. Since defence expenditure is treated
almost entirely as current expenditure, defence aid is also treated as a current 
grant.

The current grants included here are:
(a) Defence aid from the United States under the Mutual Defence Assistance 
Agreement (M.D.A.), the Mutual Security Act (M.S.A.) and the Agricultural 
Trade Development and Assistance Act (United States Public Law 480), and 
from Canada under similar arrangements. This is the item described as 
‘Defence aid’ in the balance of payments statistics.
(b) Grants deemed to have been received under the Benton and Moody 
amendments to the Mutual Security Acts of 1951 and 1952 and to the Econ
omic Co-operation Act of 1948(6).
The sums received are recorded after deducting the United States share of the 

sterling counterpart of the grants. The figures are the same as those used in the 
balance of payments statistics, where they are included in government receipts of 
transfers on current account.

It should be noted that other receipts which are treated in the balance of pay
ments statistics as government receipts of transfers on current account are 
included in the national income accounts as receipts on capital account where 
they are included in ‘Net receipts from settlements, etc.’ (see page 276).

Current expenditure on goods and services
Current expenditure on goods and services relates to the non-trading activities of 
the government. It excludes the operating expenditure of government trading 
bodies, although in earlier years it includes exceptionally certain administrative 
costs of the former Ministry of Food. It comprises:

(a) Payments for the services of employees, including employers’ contributions 
to national insurance, superannuation, etc. The definition is consistent with that 
of income from employment (see Chapter \T, Section 3). Superannuation con
tributions include not only employers’ contributions to contributory pension 
schemes, for example for national health service employees, but also payments 
of pensions under the non-contributory schemes for civil servants. For the 
widows’ and dependants’ contributory pension schemes the employers’ con
tributions are taken to be the pensions paid less contributions of employees. 
From September 1966 selective employment tax in respect of government civilian 
employees is also included.

(b) Purchases of goods and services from government trading bodies, from 
other sectors of the economy and from abroad, other than purchases of fixed 
assets and of strategic stocks.

(c) Imputed rent in respect of the non-trading fixed assets owned and used by 
the central government. The amount of imputed rent is shown separately in the 
detailed analysis of public authorities* current expenditure on goods and 
services (Table 48 of the 1967 Blue Book). Actual payments of rent are included 
in (b) above.

■6*For description see Arrangements for the Expenditure o f  Counterpart Funds derived from 
United States Economic Aid under Section 9{c) o f the Mutual Security Act o f 1952, Cmd. 
8776.
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less (d) Receipts from sales of goods and services by non-trading branches of 
the government (other than sales of fixed assets and strategic stocks) and reim
bursements of expenditure incurred by the government on behalf of other 
sectors. Examples are receipts from sales by the Stationery Ofifice and charges 
for pay and amenity beds in hospitals. The distinction between receipts treated 
as sales for services rendered and as taxes on expenditure is discussed on page 
'?60. Contributions made by the German Federal Republic towards the cost of 
United Kingdom forces from 1955/56 to 1960/61 are treated as a deduction from 
expenditure. Where the transfer of buildings and other fixed assets to overseas 
governments on independence does not form part of economic or military aid, 
and is therefore not included in current grants abroad, no deduction has been 
made from this item. Apart from the exclusion of purchases and sales of 
strategic stocks, no adjustment is made to current expenditure on goods and 
services for changes in the holdings of stores by non-trading branches of the
government.

Current expenditure on goods and services is distinguished from capital 
expenditure in that the former does not create a physical asset which will provide 
services in the future. Some current expenditure may be of long-term benefit to 
the nation, not only from the standpoint of social welfare, as with expenditure on 
health services, but also from the economic standpoint of higher productivity, as 
with expenditure on technical education. Nevertheless so long as the expenditure 
does not create a physical asset, such as a hospital or a school, it is regarded as 
current expenditure. Expenditure is generally regarded as capital if similar 
expenditure by the private sector is so regarded. But expenditure on military 
equipment, however durable, is regarded as current expenditure (see page 362).

In the current account given in the Blue Book current expenditure on goods 
and services is analysed by sixteen functional groups, instead of the three groups 
shown in the table on page 263. Details of the functional classification are given 
in Chapter XI where the more detailed classification applied to public sector 
expenditure is described.

In the government accounts current expenditure on goods and services is 
mainly recorded on a cash basis, but for certain items cash payments may mis
represent the expenditure actually being incurred, since the payments are 
subject to random fluctuations of timing and are likely to be inconsistent with the 
transactions recorded by other sectors. The main difficulty arises in the field of 
defence expenditure where there are substantial and variable time lags between 
the submission and payment of bills for many goods and services and their 
actual provision. The method of dealing with the problem is, for these items, to 
use the cash figures for complete financial years only, making use of forecasts for 
the current year, and generally to assume a smooth trend of expenditure during 
the financial year. Thus the most recent quarterly estimates for defence expendi
ture on research and development and shipbuilding, for example, are based on 
the latest estimates available for these items of expenditure for the current 
financial year. Since estimates of expenditure for the latest financial year are 
subject to revision at various times during the course of the year, it follows that 
the latest quarterly estimates are also subject to periodic revision until the 
actual expenditure for the financial year, upon which they are ultimately based, 
is known. This method of measuring current expenditure on goods and services, 
being based on the financial year as a whole, necessarily assumes an arbitrary 
pattern of expenditure during the year which may not in fact reflect what is
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actually taking place each quarter and thus may be inconsistent with the accounts 
for other sectors. Nevertheless, the estimates compiled in this way are thought 
to be more useful than those based simply on cash payments. Quarterly cash 
figures continue to be used for expenditure on wages and salaries, including 
Forces’ pay, where these can be separately identified.

Subsidies
These arc payments to a producer or trader having the effect of reducing selling 
prices below the factor costs of production, including the financing of deficits on 
public trading services deliberately run at a loss. The nature of subsidy payments, 
and the distinction between subsidies and grants, is described on page 260. In 
1966 the main subsidies shown separately in the Blue Book table were payments 
to local authorities and public corporations in support of their housing services 
(£108 million), payments in support of agriculture (204 million) and the deficit 
grants paid to the nationalised transport undertakings (£142 million). The revenue 
deficits of nationalised transport undertakings have been covered by subsidies 
from 1960. Payments of selective employment premiums in excess of the original 
tax payment are regarded as a subsidy, but the premium payments did not begin 
until 1967. Payments of the regional employment premium beginning in 1967 
are also included in this item. A full description of each class of central govern
ment subsidy will be found in Chapter XI.

For consistency with the accounts of other sectors, expenditure on certain 
subsidies is recorded as liability for subsidy accrues (see page 255). This treatment 
is adopted for subsidies to the British Railways Board, London Transport 
Board and British Waterways Board (British Transport Commission until 
1963), for which figures are taken from their accounts. Housing subsidies are 
also treated in this way; they are assumed to accrue evenly throughout the year. 
The excess or deficiency of subsidies accrued over payments appears in the 
capital account under the heading ‘Adjustment for subsidies’. This is of impor
tance mainly in the quarterly accounts.

Current grants to personal sector
These are unrequited payments or transfers to persons, and to non-profit-making 
bodies serving persons, included in the income of the personal sector. The item 
consists largely of social security benefits. The largest other item in 1966 was 
grants for education, which in the Blue Book table is subdivided between scholar
ships and maintenance allowances, grants to universities, colleges, etc., and 
grants to other bodies. The net cost to the government of milk and welfare food 
schemes is included (see page 262). From 1966 rebates to employers from the 
Redundancy Fund are regarded as being paid direct to persons and are included 
here. Current grants to non-residents—national insurance benefits and war 
pensions paid to recipients no longer residing in the United Kingdom—are 
excluded and treated as current grants paid abroad (see page 273). A full des
cription will be found, service by service, in Chapter XI.

Debt interest
The main element of this item consists of payments of national debt interest, 
including interest paid to foreign governments. Interest on securities held within 
the central government as here defined is excluded; for example government
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securities held by the National Insurance Funds, the Post Office Savings 
Bank and the Fund for the Banks for Savings. Interest on securities held by 
the Issue Department of the Bank of England is also excluded (see page 252). 
These payments within the central government are excluded from revenue as well
as from expenditure. .

Debt interest includes as one of its components interest paid on national 
savings certificates cashed. The interest accruing on national savings certificates 
whether paid or unpaid is, however, substituted by adding to interest paid an 
amount representing the estimated increase in the government liability for 
accrued interest. Interest paid to depositors with the ordinary accounts of the 
Post Office Savings Bank and to the trustees in respect of deposits with the 
ordinary departments of the trustee savings banks is included. Prize money on 
premium savings bonds is also treated as debt interest.

Other items included in debt interest are (a) charges on drawings from the 
International Monetary Fund; (b) the interest dement of the loan charges 
transferred to the Health Ministers when local authority hospitals were vested 
in the national health service; (c) the interest on stock issued to finance Irish 
land purchase, paid by the Land Purchase (1891) Account and the Irish Land 
Purchase Fund; (d) the interest on redemption stock issued under the Tithe
Act, 1936.

Current grants to local authorities
This comprises current grants to local authorities for all services other than 
housing, the payments for which are treated as subsidies, and grants not allo
cated to specific services.

Up to March 1959 non-specific grants consisted mainly of equalisation 
grants. From April 1959 many specific grants were replaced by the general grant 
and rate-deficiency grants were also introduced. The current account of local 
authorities given in the Blue Book (Table 45 of the 1967 Blue Book) provides an 
analysis of total current grants to local authorities between those not allocated 
to specific services and those allocated to various specific services, such as roads, 
police, and so on. Details of the items included are given on pages 308 to 309. 
The figures are derived from the Appropriation Accounts and differ slightly from 
the corresponding figures which can be derived from the accounts of local 
authorities (see page) 309.

Current grants abroad
These comprise (a) grants to overseas countries and international organisations 
which consist mainly of grants to overseas governments under the economic aid 
programme; military aid and subscriptions to international organisations are 
also included; (b) national insurance benefits and war pensions paid to non
residents. They are described in more detail by service in Chapter XL The same 
figures appear in the balance of payments accounts under the heading ‘Govern
ment transfers’.

Balance: current surplus before providing for depreciation and stock appreciation
This item is the residual balance carried forward to the capital account. It 
represents the saving of central government on current account defined in the 
same way as the saving of other sectors, except in so far as the saving of other 
sectors is arrived at after deduction of additions to tax reserves.
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C A P I T A L  A C C O U N T
The capital account is set out on page 275. The transactions recorded in the 

capital account include detailed transactions in financial assets and liabilities of 
various kinds as well as other capital transactions. The total net change in the 
financial assets of the central government can be derived from the capital account 
as follows (the figures relate to 1966):

£ million
Current surplus........................................................................ 1,219
plus Capital transfers (net receipts)........................................ 66
less Gross capital formation...................................................  —366
Net acquisition of financial assets...........................................  919

This is the summary presentation of the capital account, shown in Table 72 of 
the 1967 Blue Book. The financial transactions of the central government are 
arranged in the capital account to show the central government borrowing 
requirement, that is its ‘Net balance’ (see page 278), which provides a link with 
the transactions recorded in the Exchequer accounts.
Taxes on capital
A general discussion of the distinction between taxes on capital and taxes on 
income is given on page 259. The main item is net receipts by the Inland Revenue 
from death duties. From 1964 the estimated amount of tax on short-term capital 
gains collected under income tax Schedule D is included. From 1966 receipts of 
capital gains tax, including the estimated amount charged and collected under 
corporation tax, are included. For the years 1948 to 1954 the figures also 
included receipts from the special contribution and the receipts from the special 
charge levied in 1968/69 are also regarded as taxes on capital. From 1967 
receipts of the betterment levy are also included.

Capital transfers from abroad
There were no receipts in this category from 1956 to 1966. Transfers in earlier 
years comprise:

(a) Grants under the European Recovery Programme and gifts from abroad. 
The main item was grants, as distinct from loans, from the United States under 
the European Recovery Programme received from 1947 to 1951. These receipts 
are included in the capital account of the balance of payments accounts. Receipts 
under the European Recovery Programme were included in full, repayments of a 
proportion of the sterling counterpart being treated as capital transfers by the 
United Kingdom (see page 284). Gifts from the Australian and New Zealand 
governments in 1947 and 1949 were also included.

(b) Sales o f surplus war stores held abroad. The last year in which receipts of 
this nature are recorded in the account is 1952. They were receipts from the sale 
of surplus war stores, mainly held abroad, to non-residents, including as far as 
possible sales forming part of general post-war settlements of debts and claims. 
The estimates are based on returns from the departments concerned with the 
disposal of the stores. These receipts might have been treated as a change in 
stocks, like sales at home of surplus war stores; instead they are treated as 
capital transfers because the sales in early post-war years were bound up in 
many cases with financial settlements. In the balance of payments accounts they 
are treated as current receipts.
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Capital account of central government including National Insurance Funds, 1966

account i i

; I £ million

Receipts Payments

♦ « • •
• t• • • « • t• • • «« t • • • t » «

^mion
1,219

66
-366» I • • • t « I • % • • • t ««
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W -!78), which provides a Hnt 5!f accounts. “û wiui

Current surplus before providing 
for depreciation and stock ap
preciation ..................................

Taxes on cap ita l...........................

Gross domestic fixed capital 
formation‘s ’ ............................

1,219
317

341

etween taxes on capital and taxes on ■ 
n IS net receipts by the Inland Revenue
id amount of tax on short-term capital 
; D is included. From 1966 receipts of 
amount charged and collected under 
years 1948 to 1954 the figures also 
ution and the receipts from the special 
ded as taxes on capital. From 1967 
eluded.

■om 1956 to 1966. Transfers in earlier

Transactions in financial assets 
Receipts from certain pension

‘funds’ (n et)...............................
Northern Ireland central govem-

ment‘f ........................................
Adjustment for purchase ta x .. . .
Adjustment for subsidies ...........
Miscellaneous financial receipts 

(net) and changes in cash bal
ances ..........................................

Net balance:
Increase in net indebtedness to 

Bank o f England Banking
Department.............................

Increase in notes and coin in
circulation .............................

Increase in non-marketable 
debt:

National savings...................
Tax reserve certificates . . . .  

Receipts from market trans
actions:

Treasury bills .......................
Government and government

guaranteed securities........
Direct borrowing (net) from 

overseas governments and in
stitutions :

Borrowing from overseas
governments.........................

less Repayments to overseas
governments.........................

Increase in holdings o f in
terest-free notes by the 
International Monetary
Fund ...................................

less Capital subscriptions to 
the International Monetary 
Fund and European Fund

Other.......................................
less Increase in gold and cur

rency reserves .........................

Increase in value o f stocks
Trading b o d ie s .............
Strategic s to ck s .............

64 Total

21

44

148

Capital transfers:
Capital grants to  private 

sector:
Grants to universities, col

leges, etc...............................
Town and Country plan

ning com pensation...........
War damage compensation
Other .................................... •

Capital grants to local author
ities:

War damage compensation
Other......................................

Capital grants to public cor
porations'!’ ............................

Total

-10

230

51

- 4 8

159

Transactions in fiitancial assets 
N et lending:

Net lending to private sector'! ’ 
N et lending to public sector:

Local authorities .................
Public corporations'!’ -----

N et lending to overseas sector: 
Loans to overseas govern

ments ....................................
less Repayments by overseas

governments.........................
Drawings from United King

dom subscriptions to inter
national lending bodies . . .  

Other........................................

Total net lending

25

93

251

20

546
867

95

- 3 0

1,510

282

Net balance 534

Cash expenditure on company
securities (n et)............................

Coal compensation: issues of 
sto ck ............................................

33

2,160

Source: 1967 Blue Book, Table 42
'! ’These items are subdivided in the Blue Book table, as described in the notes below.
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276 Central government

(c) receipts from settlements, etc. In the early post-war years the main 
constituents of this item were settlements of debts and claims arising from the 
war. Included in 1951 and 1952 are receipts under the ‘Katz-Gaitskell’ agree
ment, which provided that part of the United Kingdom gold and dollar pay
ments to the European Payments Union should be refunded by the United 
States government. The last major item is a figure of £15 million in 1953 repre
senting receipts from the Korean Operations Pool Account, a scheme whereby 
the cost of maintaining Commonwealth Forces in Korea was shared among 
the governments concerned. The same receipts are included in the balance of 
payments current account.

Proceeds o f iron and steel disposals
There were receipts from this source from 1953 to 1964. The figures represent 
total receipts by the Iron and Steel Holding and Realisation Agency (absorbed 
by the British Steel Corporation in 1967) from the sale of the assets of the iron and 
steel concerns to private owners. Receipts were partly in cash and from 1953 to 
1955 partly in the form of government securities, which were passed to the 
National Debt Commissioners for cancellation. The excess of the Agency’s cash 
receipts from sales over the corresponding payments into the Iron and Steel 
Realisation Account, administered by the Treasury, is treated as lending to the 
Agency, and is included in the item ‘Net lending to public corporations*.

Receipts from certain pension funds" (net)
The components of this item are:

(a) Receipts of pension contributions from employers and employees in 
respect of pensions for school teachers and national health service staff less 
pensions actually paid to retired employees.

(b) The excess of the provision for pensions charged as a current cost in the 
Post Office commercial accounts over the pensions and gratuities actually paid to 
retired Post Office employees. Although the Post Office is treated as a public 
corporation from April 1961 the arrangements for superannuation of Post 
Office employees continue to be a central government responsibility and the 
excess of receipts from the Post Office Fund over pensions and gratuities paid is 
included under this heading.

(c) An imputed receipt of £88 million in 1955, representing the liability taken 
over by the United Kingdom government from the Indian government for the 
payment of pensions to certain members of the former India service and their 
dependants. The payments of pensions by the United Kingdom government to 
the members of the former India service, beginning in April 1955, are included 
as a deduction in this item. In return for the United Kingdom government 
assuming this liability, the outstanding amount of the loan from the Indian 
government to the United Kingdom government was reduced by £88 million 
which is included in the item ‘Miscellaneous financial receipts (net) and changes 
in cash balances’.

(d) The excess of the provision made by the Forestry Commission for pensions 
and gratuities over payments made during the year.

Northern Ireland central government
Net sales o f securities. This item covers all transactions in marketable securities 

by the Northern Ireland Exchequer and central government funds of Northern
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Ireland Transactions between separate parts of the Northern Ireland govern
ment disappear on consolidation, but the sale of marketable securities by a 
Northern Ireland fund to a United Kingdom government fund, for example the 
National Insurance Fund, would appear here as a positive entry and under the 
heading ‘Receipts from market transactions’ as a deduction.

Increase in other debt. This represents net receipts from Northern Ireland 
Treasury bills, Ulster savings certihcates, Ulster development bonds, and bank 
advances. The increase in accrued interest outstanding on certificates and bonds
is included.

to i

Adjitstment for purchase tax
This represents the excess or deficiency of purchase tax receipts by Customs and 
Excise over the estimated amount of purchase tax charged by registered traders 
in the year, which is included in the current account.

Adjustment for subsidies
This represents the excess or deficiency of the amount of subsidies accrued 
during the period, which is included in the current account (see page 272), over 
subsidy payments in the period.

Transactions in marketable securities on acquisition o f the capital o f certain 
undertakings
The following items are included:

(a) The issue in 1946 of £58 million of 3 per cent Treasury stock (1966 or 
after) to holders of the capital stock of the Bank of England which was trans
ferred to Treasury ownership.

(b) The issue in 1949 of stock of a market value of £32 million to companies 
holding shares in Cable and Wireless Limited, as compensation for the transfer 
of the shares to Treasury ownership.

(c) Issues of stock between 1947 and 1956 as compensation to former colliery 
owners for collieries and other assets vested in the National Coal Board.

(d) Government securities redeemed in the years 1953 to 1955 in connection 
with the return of the iron and steel industry to private ownership. These trans
actions appear here as a deduction and are balanced by a positive entry under 
the heading ‘Proceeds of iron and steel disposals’.

(e) The transfer in 1953 to the Consolidated Fund of liability for the £244 
million of 3  ̂ per cent guaranteed stock, 1979-81 of the Iron and Steel Cor
poration of Great Britain (renamed 3^ per cent Treasury stock, 1979-81). By 
this transfer the Exchequer became entitled to the net revenue of the Iron and 
Steel Holding and Realisation Agency and to the proceeds of iron and steel 
disposals.

(f) The transfer in 1963 from the British Transport Commission to the 
Consolidated Fund of liability for the £1,444 million of British Transport stock, 
against which has been offset a sum of £42 million representing the book value 
of government and government guaranteed securities transferred to the Treasury.

(g) The transfer in 1965 to the Consolidated Fund of liability for the £52 
million of British Overseas Airways Corporation stock.

With the exception of item (d) all these transactions are balanced by entries on 
the payments side of the capital account. Items (a), (b) and (e) appear under the
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278 Central government W I.

heading ‘Acquisition of the capital o f certain other undertakings’ (see page 286)
Item (c) under Coal compensation: issues of stock’, and items (f) and (g) under 
Net lending to public corporations’.

Miscellaneous financial receipts {net) and changes in cash balances
This is essentially the residual item in the table and therefore reflects any errors 
and omissions m other items in the central government accounts as presented in 
the published tables. The following specific items are included:

(a) The decrease in debtors (and payments in advance) plus the increase in
creditors (and provisions) recorded in the accounts which are the basis of the
published tables. During the years in which central government trading activities
were of importance, the principal element in this item was the change in debtors
and creditors of trading bodies. The change in debtors and creditors of certain
non-trading bodies for which accounts are prepared on a payable-receivable
basis, for example Regional Hospital Boards, are also included in this 
item.

(b) The difference arising from recording certain transactions, mainly current
expenditure on military defence, on a basis other than cash payments, although
the latter is the only basis on which actual accounting figures are available (see 
page 271).

(c) Up to 1957 the purchases of silver towards the obligation to return to the 
United States government the silver bullion transferred to this country under 
Lend-Lease arrangements were a deduction from this item. The eventual return 
of silver bullion (£22 million in 1956 and £7 miUion in 1957) was a positive entry 
under both this heading and ‘Loan repayments to overseas governments’.

(d) The decrease in cash balances held at commercial banks by government 
departments and those bodies, for example Regional Hospital Boards, which are 
part of the central government. The balances of the Exchequer and Paymaster 
General held at the Bank of England are not included; they are reflected in the 
item ‘Increase in net indebtedness to Bank of England Banking Department’. 
Balances held by departments with the Paymaster General and re-lent by him 
to the Exchequer disappear on consolidation.

(e) Increases in ways and means advances and holdings of non-market 
Treasury bills by certain official bodies and departmental funds which are not 
part of the central government sector. Examples are the Metropolitan police and, 
from April 1961, the Post Office.

(f) Miscellaneous items of borrowing, for example certain receipts from the 
sale of securities by the British Transport Stock Redemption Fund which was 
transferred to the Treasury from January 1963; less repayments of debt, such 
as the capital element of the loan charges transferred to the Health Ministers 
when local authority hospitals were vested in the national health service, and 
the purchase of 3 per cent redemption stock, 1986-96 by the Redemption 
Annuities Account under the Tithe Act, 1936.

(g) Certain miscellaneous capital receipts, such as gifts to the Exchequer.
(h) The imputed payment of £88 million in 1955, representing the part of the 

United Kingdom government debt to India which was cancelled under the 
pension arrangements described on page 276, is deducted from this item.
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cover its total expenditure, including lending, in so far as it is not covered by 
taxation and other current and capital receipts. It is equal to government borrow
ing less any increase (or plus any decrease) in its holdings of gold and currency 
reserves. The ‘Net balance’ provides a link with the Exchequer accounts; it is 
equal to Exchequer borrowing and special transactions (net) less receipts from 
extra-Exchequer funds, etc. (see page 293). It is reckoned after deducting 
borrowing by the Northern Ireland central government. From 1968/69 the net 
balance is less than the borrowing requirement of the National Loans Fund by 
any surplus of the National Insurance Funds and any increase in departmental 
balances, etc. The remaining receipts on capital account provide an analysis of
this item.

Increase in ?iet indebtedness to Bank o f Englatid Banking Department
AH transactions between the central government and the Bank of England 
Banking Department are included under this heading. The government has a net 
liability to the Banking Department of the Bank of England, which holds 
government debt of various kinds and at the same time has liabilities to the 
government, in the shape of balances of the Exchequer and the Paymaster 
General at the Bank of England. This item comprises the sum of the increases in 
assets of the Banking Department: ways and means advances, bank notes and 
coin, tax reserve certificates, British government and government guaranteed 
securities (as measured by net cash transactions), Treasury biUs and Treasury 
interest-free notes; less increases in the liabilities of the Banking Department 
in respect of balances of the Exchequer and Paymaster General at the Bank of
England.

Increase in notes and coin in circulation
This is the increase in the fiduciary note issue and issued coin less the increase 
in the holding of notes and coin by the Banking Department of the Bank of 
England. The Issue Department of the Bank of England is treated as an agent 
of the central government (see page 252). Changes in holdings by the Banking 
Department are reflected in the preceding item, ‘Increase in net indebtedness to 
Bank of England Banking Department’.

Increase in non~marketable debt
National savings. This represents the increase in outstanding deposits (in

cluding accrued interest) with the ordinary accounts of the Post Office Savings 
Bank and the ordinary departments of the trustee savings banks, net receipts 
from the sale of premium savings bonds, defence bonds, national development 
bonds and national savings certificates, plus the increase in liability for accrued 
interest on national savings certificates. Receipts from Ulster development 
bonds and savings certificates appear under ‘Northern Ireland central govern
ment: increase in other debt’.

It should be noted that the figures differ from the total of national savings 
shown in the financial account for the personal sector (Table 74 of the 1967 Blue 
Book) which also includes the increase in outstanding deposits with the Invest
ment Account of the Post Office Savings Bank and the special investment 
departments of trustee savings banks. These deposits, unlike deposits with the 
ordinary accounts and departments, are not directly re-lent to the government.

i\
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The increase in holdings of government securities by investors on the Post Office 
register is not included; it is included under receipts from market transactions.

Tax reserve certificates. This represents net receipts from the issue of tax 
reserve certificates.

Receipts from market transactions
Treasury bills. This represents the increase in market Treasury bills, that is all 

bills outstanding other than those held by the National Debt Commissioners, 
the Exchange Equalisation Account, government departments and the Bank of 
England. The counterpart of most transactions between central monetary 
institutions in support of the reserves in the form of swaps against sterling is 
included, but bills held by the Bank of England on behalf of central monetary 
institutions as the sterling equivalent of foreign currency deposits are excluded; 
they are included under ‘Other direct borrowing (net) from overseas govern
ments and institutions’.

Government and government guaranteed securities. This represents the total 
cash issues of British government securities less redemptions, including the 
purchases by government sinking funds, less changes in holdings of government 
and government guaranteed securities by the Bank of England and National 
Debt Commissioners. The increase in the holdings of securities for the Post 
Office Savings Bank Investment Account is included in this item. Transactions 
are recorded in terms of the cash received or paid, and not in nominal values.
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Borrowing from overseas governments
The main items in the early post-war years were as follows:

(a) drawings on the United States and Canadian lines of credit granted in 
1945 and 1946;
(b) loans received from the United States under the European Recovery and 
Mutual Assistance Programmes from 1948 to 1952;
(c) the South African gold loan (£80 million in 1948);
(d) the loans from India and Pakistan (£176 million in 1948).

From 1953 to 1966 the only items which have appeared under this heading are:
(a) a drawing of £89 million in 1957 from the Export-Import Bank line of 
credit;
(b) in 1959 the conversion into a Treasury bond of the balance of £37 million 
in the German debt payment account;
(c) a loan of £18 million in 1961 from Switzerland under an agreement dated 
20 October 1961(7);
(d) drawings of £51 million in 1966 from the Export-Import Bank lines of 
credit which were used to finance the purchase of military aircraft from the 
United States.

Other direct borrowing [net) from
This includes:
(a) any change in the sterling 
overseas central banks;
(b) deposits by the German f 
foreign exchange costs of station 
from time to time for expenditi

Increase in gold and currency reset
This is the net change in the offici 
currencies, both convertible and r 
United Kingdom balance in the Ei 
figures do not reflect the transfe 
«cunties to the reserves. Further

Repayments to overseas governments
This represents repayments of principal of the loans from overseas governments 
described above, of certain wartime loans, and payments under the Lend-Lease 
settlement of 1945. After 1958 the only wartime loan involved is the loan from 
Portugal. From 1959 the figures include repayments of debt created on the 
liquidation of the European Payments Union.

Agreement for a Loan by Switzerland to the Government o f  the United Kingdom, Cmnd. 1684.
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I As mentioned on page 278, the figures for 1956 and 1957 include £22 million 
' and £7 million respectively, representing the return to the United States govern- 
 ̂ ment of the 88 million ounces of silver bullion originaUy transferred to the United 
: Kingdom under Lend-Lease arrangements. The figure for 1959 includes £89 
} million repaid to the Export-Import Bank.
4

Increase in holdings o f interest-free notes by the International Monetary Fund
' Holdings of interest-free notes by the International Monetary Fund represent 
 ̂ the counterpart of (a) the unused balance of the sterling portion of the United 

Kingdom subscription to the Fund, which is deposited in the United Kingdom 
against the issue of interest-free notes from the Exchequer and is available for 

, drawings from the Fund in sterling by other countries, and (b) United Kingdom 
i drawings from the Fund. When drawings are made from the Fund by the United 
' Kingdom, the foreign currencies drawn are purchased for sterling and the Fund 
lends back the sterling to the Exchequer on the security of interest-free notes.

Capital subscriptions to the International Monetary Fund and European Fund
The figure for 1959 comprises issues of £232 million under the International 
Bank and Monetary Fund Act, 1959 and £4 million under the European Monet
ary Agreement Act, 1959. The figure of £1 miUion for 1960 represents a refund 
under the latter Act. The figure of £175 million for 1966 represents an increase in 
the subscription to the I.M.F.

Other direct borrowing {net) from overseas governments and institutions 
This includes:

(a) any change in the sterling equivalent of foreign currency deposits by 
overseas central banks;
(b) deposits by the German Federal Republic made to offset part of the 
foreign exchange costs of stationing Forces in Germany less withdrawals made 
from time to time for expenditure in this country.

Increase in gold and currency reserves
This is the net change in the official holdings of gold, dollars and other foreign 
currencies, both convertible and non-convertible. Up to 1959 the change in the 
United Kingdom balance in the European Payments Union is also included. The 
figures do not reflect the transfers from the government portfolio of dollar 
securities to the reserves. Further details are given on page 455.

Gross domestic fixed capital formation
The estimates of gross fixed capital formation are described in Chapter XII. 
The definition of fixed capital formation by the central government follows so far 
as possible the definition applied in the private sector, except in the case of 
expenditure on military defence (see page 362). Sales of goods previously 
acquired by the government where the original acquisition would be treated as 
fixed capital formation, for example sales of machine tools by the Ministry of 
Technology, are deducted. Sales of factories on mortgage terms are also deducted 
at the time of sale, the loans created by these transactions being included under 
the heading ‘Net lending to private sector’. Fixed capital formation does not 
include the acquisition of assets of companies which are nationalised; this is 
regarded as a financial transaction.
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Up to April 1961 fixed capital formation by the Post Office is an important 
item. The other expenditure included here relates principally to buildings and 
equipment for research and development, hospitals, trunk roads and motorways, 
offices and other public buildings. The expenditure is analysed by eleven services 
in the Blue Book table; details of this classification are given in Chapter XI,

Increase in value o f stocks
Trading bodies. The figures relate to the stocks of those bodies listed in Annex 1 

to this chapter. The figures show the increase in the book value of stocks and 
work in progress and thus include any stock appreciation.

Strategic stocks. The figures relate to stocks held under the programmes for 
procuring strategic reserves of food and raw materials, and represent the cost of 
purchases less receipts from sales. Handling costs and other expenses incidental 
to the storage of strategic stocks are included in current expenditure on goods 
and services.

The estimates are further described in Chapter XIII. Receipts from sales of 
other goods are treated as deductions from expenditure on goods and services 
and not included here. For years prior to 1953, however, sales of surplus war 
stores in the United Kingdom were shown as a separate item under this heading 
because of their importance and special nature.

Capital grants to private sector
These items are unrequited payments regarded as paid into the capital accounts 
of the recipients. A detailed functional analysis of central government grants, 
consolidated with those of local authorities, is given in Table 53 of the 1967 Blue 
Book, which is described in Chapter XI.

Grants to universities^ colleges  ̂etc. From April 1962 the figures include grants 
by the Department of Education and Science to colleges of advanced technology. 
Prior to April 1962 these colleges were thedirect responsibility of local authorities 
and their costs were included in local authorities’ expenditure.

Town and Country Planning compensation. This comprises payments made by 
the Ministry of Housing and Local Government, the Scottish Development 
Department and the Central Land Board under the Town and Country Planning 
Acts of 1954. The compensation arises mainly from:

(a) depreciation in the value of land consequent upon the refusal or conditional 
grant of planning permission;
(b) the levying of development charges under the Town and Country Planning 
Acts, 1947, which were in general abohshed for development begun on or 
after 18 November 1962;
(c) the compulsory acquisition of land by public authorities before January 
1955 at existing-use values. The amount of this compensation was generally 
recouped by the Central Land Board from the acquiring authority and these 
recoupments have been deducted in arriving at the figures shown. Amounts 
paid by public authorities (usually local authorities) to the Central Land 
Board in such circumstances will, in general, have been treated as fixed capital 
formation by the public authorities concerned.
Both the principal and interest elements of compensation payments are 

included. Payments to local authorities under the Acts of 1947 and 1954 are 
excluded; they are included in ‘Capital grants to local authorities’. The annuities 
paid out of the Votes of the Ministry of Housing and Local Government and

IT)

<r>

IN,

the

planjiiig A*.. „ Major
Oik« nawo..

on plaor-̂towards expe ^j.^varrefi

ttdpient s tinsiness {u 
1̂1 residue remained). Tie r 

.town in the capital awnnU
Irom taj receipts recorded in ti
From 1967 payments of mv 

penditure after 17 January 1966

Capita! grants to local authoritii
War damage compensaDOD, ui 
capital grants are shown separ 
them as capital receipts are inc 
capital expenditure met from  re 
receipts are also included. A fu 
capital account of local authoi 
further description of them app

othe
ifltl
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the Scottish Development Department to the Exchequer in reimbursement of 
issues from the Consolidated Fund under the Acts of 1954 and the correspond
ing receipt of these annuities into the Exchequer are internal transactions of the 
central government which disappear on consolidation.

War damage compensation. This covers payments by the War Damage Com
mission and the Board of Trade under the War Damage Act, 1943; payments by 
the Ministry of Transport under the Marine War Risks Insurance Scheme; and 
certain payments by the Central Land Board under the Town and Country
Planning Acts, 1947.

Other capital grants. Major items included here are agricultural support 
payments of a capital nature, mainly grants for farm improvements and field 
drainage, and grants by the Board of Trade under the Local Employment Acts 
towards expenditure on plant, machinery and buildings in development areas. 
Also included are post-war refunds of excess profits tax, which were relatively 
minor after 1955. These payments are included under this heading because their 
payment was conditional on their being used in developing or re-equipping the 
recipient's business (until the passage of the Finance Act. 1953 when only a 
small residue remained). The refunds were subject to tax and the figures are 
shown in the capital account after deduction of income tax which is excluded 
from tax receipts recorded in the current account.

From 1967 payments of investment grants, made in respect of capital ex
penditure after 17 January 1966, are included in this item.

Capital grants to local authorities
War damage compensation, under the provisions described above, and other 
capital grants are shown separately. All grants to local authorities treated by 
them as capital receipts are included. Certain grants made specifically towards 
capital expenditure met from revenue and treated by local authorities as current 
receipts are also included. A functional analysis of these grants is given in the 
capital account of local authorities (Table 46 of the 1967 Blue Book) and a 
further description of them appears in Chapter X (page 314).

Capital grants to public corporations
Capital grants to public corporations include grants to the British Broadcasting 
Corporation for capital expenditure in connection with external services, and 
grants to various public corporations for civil defence works. Compensation paid 
to the British Transport Commission in 1955 and 1956 for the capital loss 
sustained by the Commission on the sale of part of its road haulage undertaking 
is also included; these payments were financed mainly from the transport levy 
(see page 265).

Notional payments on writing-off debt in certain years are distinguished from 
other capital grants. The former represent one part of the transaction recorded 
in the capital account when government loans to public corporations have been 
formally written-off. The other part of the transaction appears as a repayment 
under the heading ‘Net lending to public corporations: loans written-oflf\ 
Transactions on writing-off debt are as follows:

(a) government loans to the Overseas Food Corporation of £36 million, £1 
million and £3 million written-off in 1951, 1952 and 1955 respectively;
(b) the write-off in 1962 of government loans to the Ulster Transport Author
ity amounting to £10 million;

}i
}

f  ir

4 - i

.I* ^
t \J t-.

- i  n
i s   ̂ a



p

<r 7>*
*J» ̂■'*
biJ.

L i  ' .<ri-' f« >-r .•
•  ^

1̂ . V*..'•>
•A-,

.«;t&

r t

LV
V ' ̂  .1

284 Central government

(c) the write-off in 1963 of £487 million government loans to the British 
Transport Commission against which has been offset the transfer of £55 
million in cash and securities from the British Transport Commission to the 
Treasury;
(d) the write-off in 1965 of £415 million government loans to the National 
Coal Board and £110 million of debt of the British Overseas Airways Cor
poration.

Capital transfers abroad
There were no payments in this category from 1952 to 1966. Transfers in earlier 
years covered payments to the United States government of a proportion of the 
sterling counterpart of aid received under the European Recovery Programme, 
and grants to European countries under the Intra-European Payments Agree
ment and the European Payments Union. Revaluation payments made by the 
United Kingdom on the devaluation of sterling in 1949 were included in this 
item. Entries arising from revaluations on devaluation in 1967 are included 
elsewhere in the accounts.

Net lending to private sector
This comprises loans less repayments of principal to the personal sector and 
companies. In the Blue Book table net lending to industry and trade, building 
societies and private housing associations are shown separately. Details of the 
composition of this item and its functional classification are given in Chapter XI.

Net lending to local authorities
This comprises advances, less repayments of principal, to local authorities from:

(a) the Local Loans Fund through the agency of the Public Works Loan 
Board;
(b) the Consolidated Fund to harbour authorities;
(c) the Northern Ireland Government Loans Fund;
(d) certain government departments, mainly for the financing of tunnels and 
bridges.

Net lending to public corporations
Net lending to public corporations covers advances less repayments to the bodies 
defined as public corporations in Chapter VIIL Most of this lending appears in 
the first instance as issues from and repayments to the Consolidated Fund (from 
April 1968 the National Loans Fund); however, such issues and repayments are 
made through special accounts and funds administered by the appropriate 
government department, and it is from such accounts that the figures of lending 
are taken.

There was a substantial increase in government lending to public corporations 
after 1955. Up to 1955 the principal recipients of loans were the National Coal 
Board, the Raw Cotton Commission, the housing and new town corporations 
and the Commonwealth Development Corporation. From 1956 certain public 
corporations in Great Britain ceased to raise capital by the issue of stock, and 
instead advances were made to them from the Exchequer, through the approp
riate departmental accounts, under the Finance Acts of 1956 and 1958. The 
public corporations concerned were the British Transport Commission, Gas
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Council Central Electricity Authority, North of Scotland Hydro-Electric Board, 
South of Scotland Electricity Board, British Overseas Airways Corporation and 
British European Airways Corporation. In 1957, 1958 and 1959 loans to finance 
the deficit of the British Transport Commission are included. From 1960, 
however, the revenue deficit of the British Transport Commission was financed 
by grants which are treated as subsidies and included in government expenditure 
on current account. Also included is net lending by the Northern Ireland 
Exchequer and Government Loans Fund to the Northern Ireland Housing 
Trust, the Electricity Board for Northern Ireland and the Ulster Transport 
Authority. Amounts regarded as being lent to the Iron and Steel Holding and
Realisation Agency are included in this item (see page 276).

On the vesting of certain undertakings as public corporations, principally the 
National Coal Board and the Raw Cotton Commission, there appeared in their 
opening balance sheets a liability towards the central government. The lending 
by the central government corresponding to these initial liabilities is not reflected 
here, but repayments of these liabilities are recorded in this item. In particular, 
the capital element of the annuities by which the National Coal Board is repaying 
its initial liability to the government is deducted. Increases in the amounts 
formerly deposited by the National Coal Board with the Exchequer as ways and
means advances have also been deducted.

For certain years loans written-oflf are shown separately. They represent the 
repayment of government loans formally written-off, already mentioned under 
‘Capital grants to public corporations: on writing-off debt’.

Transfer of liability for stock is also shown separately for certain years. It 
represents the increase in liabilities of public corporations to the central govern
ment resulting from the transfer of liability for stock to the Consolidated Fund. 
British Transport Commission stock of nominal value £1,444 million was 
transferred in 1963 and British Overseas Airways Corporation stock of nominal 
value £52 million was transferred in 1965 (see page 277).
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Loans to overseas governments
From 1950 to 1966 the principal component is loans to the less developed 
countries for economic development, comprising:

(a) advances under Section 3 of the Export Guarantees Act, 1949;
(b) advances under the Colonial Development and Welfare Acts, 1959 to 1965;
(c) loans made by the Ministry of Overseas Development.

The figure for 1951 includes a loan of £22 million to enable Denmark to buy 
back kroner accumulated in London before the start of the European Payments 
Union. In the early post-war years the item included the cost of the United 
Kingdom share of relief imports into Germany and the advance of £100 million 
to Argentina in 1948 under the Andes Agreement.

Loan repayments by overseas governments
This represents repayments of principal of the loans and advances to overseas 
governments described above, together with repayment of certain advances to 
allied governments made during the war of 1939-45.

e

raise throag%c pie

Drawings from United Kingdom subscriptions to international lending bodies
This item represents drawings by the International Bank for Reconstruction and 
Development, the International Development Association and the Asian
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Development Bank from United Kingdom subscriptions. The sterling component 
of these subscriptions is normally re-lent to the Exchequer in the form of 
interest-free notes until required by the international organisation, so that except 
for minor timing differences the amounts shown under this heading are equivalent 
to subscriptions less the increase in holdings of interest-free notes by these bodies.
The figure for 1956 also includes a subscription of £5 million to the International 
Finance Corporation.

Other net lending to overseas sector
This covers other loans less repayments made overseas. The main items included 
are loans to aluminium producers in Canada and certain uranium producers in 
South Africa and Australia. Loans to other uranium producers in Australia are 
included with loans to overseas governments. Loans to the Commonwealth 
Development Corporation, which invests in certain enterprises overseas, are 
included under ‘Net lending to public corporations’. Other items included are 
purchases of United Nations bonds in 1962 and subsequent repayments, and in 
1966 the servicing of loans by the International Bank for Reconstruction and 
Development to Rhodesia, guaranteed by the United Kingdom government.

Cash expenditure on company securities (net)
The figure for 1966 comprises expenditure of £31 million on British Petroleum 
shares and £1-5 million on shares and loan stock of Fairfields (Glasgow) Ltd.

Coal compensation
The last cash payments of compensation to former owners of colliery concerns 
transferred to the National Coal Board were made in 1955. The last issues of 
stock were made in 1956; these figures relate to the market value of the stock 
issued and not the nominal value; they are also included in ‘Transactions in 
marketable securities on acquisition of the capital of certain undertakings’ 
(see page 277).

Acquisition o f the capital o f certain undertakings
From 1954 to 1966 there were no entries under this heading. Earlier entries relate 
to the acquisition of the capital of the Bank of England in 1946, of Cable and 
Wireless Ltd. in 1949, and of the Iron and Steel Corporation in 1953. These 
entries are balanced by an equal amount included in the receipts item ‘Trans
actions in marketable securities on acquisition of the capital of certain under
takings’ (see page 277). Also included in 1953 is the Northern Ireland govern
ment share of the compensation paid when the Great Northern Railway Board 
of Ireland was jointly acquired by the government of Northern Ireland and the 
government of the Irish Republic (£2 million).

TH E C U R R E N T  A C C O U N T  OF CENTRAL GOVERNMENT 
EXCLUDING N AT I O N A L  INSU RA N CE  FUNDS

For certain purposes, in particular for international comparisons, it is useful to 
be able to distinguish the transactions of the central government sector apart 
from the National Insurance Funds. A simplified current account on this basis 
is given in the Blue Book (Table 43 of the 1967 Blue Book). The differences from 
the current account of the central government sector as a whole are listed below.
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Receipts
(a) Receipts of national insurance contributions are excluded. Prior to

.. r September 1957 that part of the national insurance contributions transferred
thesebo7 S from the Funds towards the cost of the national health service is included. From 

'ontoth»r.. t September 1957 separate contributions to the health service became payable and
appear in both tables.

(b) ‘Interest and dividends, etc.’ excludes the receipts of the NaUonal Insurance 
Funds on holdings of securities other than those of the central government. 
Receipts of interest on holdings of government securities are excluded from both
tables.
Expenditure

(a) Current expenditure on goods and services excludes the administrative 
costs of the national insurance scheme and certain other costs borne by the 
National Insurance Funds.

(b) Current grants to the personal sector and current grants abroad both 
exclude national insurance benefits.

(c) Payments of debt interest include payments to the National Insurance
Funds on government securities held by the Funds.

(d) The contribution of the Exchequer to the National Insurance Funds is
included as a current grant.

(e) The current surplus excludes that of the National Insurance Funds.
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C U R R E N T  A C C O U N T  OF N A T I O N A L  I N S U R A N C E  F UND S

This account (Table 44 of the 1967 Blue Book) shows the current income and 
expenditure of the National Insurance and Industrial Injuries Funds (see page 
302).

Receipts are divided between contributions from employers, contributions 
from insured persons, payments in lieu of graduated contributions from 1962, 
the contribution from the Exchequer received through the Ministry of Social 
Security, and investment income. Contributions from employers and insured 
persons are subdivided to show receipts in respect of H.M. Forces, civilian 
employees, the self-employed, and persons who are not employed. Contributions 
to the national health service from September 1957, to the Redundancy Fund 
from December 1965, and payments of selective employment tax from September 
1966, although collected with national insurance contributions are not paid into 
the Funds and are excluded from this table.

Expenditure is divided between the costs of administering the national in
surance scheme and certain expenditure on training and rehabilitation (current 
expenditure on goods and services), expenditure on benefits (current grants to 
personal sector and current grants abroad) and the contribution made by the 
National Insurance Funds towards the cost of the national health service which 
was paid to the health departments until September 1957. Current grants to the 
personal sector are subdivided between the different types of benefit.

Q U A R T E R L Y  TABLES
Quarterly estimates are compiled for both the current and capital accounts of 
the central government including National Insurance Funds. The current account 
is published quarterly in Economic Trends and each month with the capital 
account in Financial Statistics.
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The quarterly tables are prepared on the same basis as the annual tables 
described above, although less detail is given. The quarterly current account has 
been published from 1954 and the capital account from 1958.

STA TISTICA L SOURCES
Although nearly all the basic material used for the analysis of central govern
ment transactions is to be found in published sources, few of the figures in the 
national income accounts are directly identifiable in these sources. The national 
income accounts present the results of a fairly elaborate process first of con
solidation, so as to eliminate many classes of internal transactions, then of re
arrangement, so as to display the statistics in a form useful for economic analysis 
and so far as possible uniformly with the treatment of the rest of the economy. 
Moreover, almost all the detailed accounts in published sources relate to the 
financial year ending 31 March and have to be adjusted to provide figures for 
calendar years. Apart from the weekly summary of Exchequer receipts and 
issues, which was inappropriate for national income accounts, the only published 
information available for shorter periods has related to tax receipts and national 
savings.

The discussion below is mostly confined to a description of the annual pub
lished sources, from which the general method of analysis will be most easily 
appreciated. However, most of the calendar year figures in the national income 
accounts are derived from special quarterly returns made by departments, 
although, in some cases, interpolation of the financial year figures has to be used. 
For the latest year some of the figures shown are based on advance estimates of 
expenditure actually incurred, and are therefore provisional. The detailed 
accounts for the latest year are generally not available when the Blue Book is 
prepared.

THE EXCHEQUER ACCOUNTS

The Exchequer accounts, as prepared for the years up to 1967/68, are statements 
of the cash flows through the United Kingdom government accounts with the 
Bank of England and Bank of Ireland, and show Exchequer receipts and issues 
under headings which correspond to the requirements of Parliamentary control. 
The scope of the Exchequer accounts is confined to those transactions which 
were required by law to pass through the Consolidated Fund. The operations 
of the National Insurance Funds and a number of other government funds are 
either excluded altogether or only very partially reflected in the Exchequer 
accounts. Although the Exchequer accounts occupy a position of central impor
tance, they are not a major direct source of data for the national accounts tables. 
This is because most Exchequer transactions are with departments and other 
government bodies, and are thus internal to the central government sector as 
defined for national accounts purposes. Exchequer transactions outside the 
central government sector, mainly interest on and management of the national 
debt and transactions in marketable securities, are however used directly in 
compiling the central government accounts. The Exchequer accounts are also 
useful in providing a framework by means of which the accounts of the depart
ments, bodies and funds making up the central government sector can be syste
matically related.
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The main Exchequer account published is Finance Accounts o f the United 
Kingdom. The transactions recorded in these accounts may be summarised as
shown below.

Summary of Exchequer receipts and payments, 1965/66

£ million

Receipts

Taxation ........................................

Miscellaneous receipts.................

Total revenue..................................

Exchequer borrowing (net re
ceipts) ........................................

Special transactions (net) ...........

Total ..............................................

8,324

820

9,144

814
-2 3 7

9,721

Payments

Supply services ..........................

Consolidated Fund standing 
services......................................

Total expenditure........................

Consolidated Fund loans (net). .

Total

7,140

1,316

8,456

1,265

9,721

Source: 1965/66 Finance Accounts

There is a natural division in the accounts between Exchequer revenue and 
expenditure on the one hand and the transactions leading up to the Exchequer
net financing requirement on the other.

Exchequer revenue consists mainly of taxation, that is the amounts paid over 
to the Exchequer by the revenue departments. The Finance Accounts contain 
details of the amounts collected as well as the amounts paid over to the Ex
chequer. In addition to taxation, revenue consists of interest on Consolidated 
Fund loans and other receipts of interest and dividends; receipts from the sale 
of broadcast receiving licences; and other miscellaneous receipts, consisting 
mainly of departmental receipts (other than those used as appropriations in aid 
of expenditure) which are required to be paid into the Exchequer. Fuller details 
of the receipts paid over by departments are given in Appropriation Accounts.

Exchequer expenditure is divided between issues for supply services and for 
Consolidated Fund standing services. The bulk of expenditure is on account of 
supply services, that is departmental expenditure which is provided for by annual 
Votes by Parliament. Consolidated Fund standing services, on the other hand, 
are so distinguished because they have been authorised once and for all by 
statute as permanent charges on the Fund. These consist largely of interest on 
and management of the national debt, but also include payments to the Northern 
Ireland government in respect of reserved taxes, repayment of post-war credits, 
war damage compensation, and items such as the Civil List and salaries and 
pensions of judges.

The other transactions summarised in the table above show advances less 
repayments from the Consolidated Fund in respect of loans to industry and 
other loans, and the Exchequer borrowing needed to finance this lending after 
taking account of special transactions and the surplus of revenue over ex
penditure. Exchequer borrowing comprises net receipts from issues of marketable 
securities, Treasury bills, ways and means advances, national savings, tax
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Reconciliation between Exchequer revenue and central

government receipts on current account, 1965,66

£ million

Exchequer revenue (Taxation/>/»̂  Miscellaneous receipts).....................................  | 9, l44'u

less Receipts on capital account:
Taxes on cap ita l............................................................................................  i _296
Other (including loan repayments).............................................................  —45

less Receipts from broadcast receiving licences, treated in the national accounts
as trading receipts of the B.B.C. and the Post Office..................................... | - 6 9

less Receipts from extra-Exchequer bodies, treated in the national accounts as
transfers within central government.................................................................... I — J2

plus Current receipts of extra-Exchequer bodies from outside central govern
ment (excluding gross trading surplus):

National Insurance Funds............................................................................ I 1,595
Other (including Northern Ireland central government)........................  | 83

less Receipts treated in the national accounts as deductions from corresponding
current expenditure ............................................................................................  | —13

plus Receipts deducted from Vote expenditure, treated in the national accounts 
as central government current receipts:

National health contributions ...................................................................  I 160
Taxes on expenditure...................................................................................  | 39

less Receipts o f interest and surplus revenue from Votes, treated in the national
accounts as transfers within central government ........................................... I —141

plus Gross trading surplus as defined in the national accounts ..........................  I 27

plus Rent income from letting property as defined in the national accounts . .  I 20

plus Excess of tax and other receipts by departments over corresponding
amounts paid into Exchequer ...........................................................................  I 8

plus Excess of accruals of taxes on expenditure over receipts by departments .

plus Imputed ren t.........................................................................................................  73

Miscellaneous ...............................................................................................................  3

Central government current receipts........................................................................... I 10,579

<HAs published in Finance Accounts o f  the United Kingdom, 1965(66.
*2>As published in October 1967 issue of Economic Trends.
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Reconciliation between Exchequer expenditure and central

government expenditure on current account, 1965/66

£ million

Supply
services

Exchequer expenditure 7,140̂ 1

less Payments on capital account:
Gross capital formation ......................................
Other (including grants and lo a n s ) ...................

less Payments to the B.B.C. and the Post Office from 
receipts from broadcast receiving licen ces...............

-3 0 8
-2 7 0

- 6 9

less Payments to extra-Exchequer bodies, treated in the 
national accounts as transfers within central govern
ment:

National Insurance Funds ..................................
Northern Ireland central government...............
Other.........................................................................

plus Current expenditure of extra-Exchequer bodies out
side central government:

National Insurance Funds ..................................
Northern Ireland central government...............
Other.........................................................................

Con
solidated

Fund
standing
services

less Receipts treated in the national accounts as deduc
tions from corresponding current expenditure ___

plus Receipts deducted from Vote expenditure, treated in 
the national accounts as central government receipts:

National health contributions ...........................
Taxes on expenditure ........................................
Gross trading surplus ..........................................
Rent .......................................................................
Other (capital receipts)..........................................

less Vote payments o f interest and surplus revenue to the 
Exchequer, treated in the national accounts as trans
fers within central government ................................

less Increase in departmental balances.............................

61

plus Increase in accrued interest on national savings
certificates.......................................................................

plus Excess of accrual of liability for subsidies over pay
ments by departments ................................................

plus Imputed ren t...................................................................

Miscellaneous

Central government current expenditure

8

“ ’As published in Finance Accounts o f the United Kingdom^ 1965j66. 
‘2’As published in October 1967 issue o f Economic Trends,
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292 Central government

reserve certificates, and direct borrowing (net) from overseas governments 
and iristitutions, less payments to statutory sinking funds and terminable 
annuities due to National Debt Commissioners. Special transactions cover 
mainly changes in the sterling capital of the Exchange Equalisation Account and 
subscriptions and contributions to international financial organisations; in 
1966/67 and 1967/68 advances to Votes for the purchase of military aircraft 
from the United States are also covered. From 1968/69 nearly all of the trans
actions mentioned in this paragraph are included in the accounts of the National 
Loans Fund and not the Consolidated Fund.

The scope of the Exchequer accounts is considerably narrower than the 
central government sector as a whole, which includes the transactions of the 
Northern Ireland government, the National Insurance Funds and a number of 
other funds. There are also other differences in scope because of the imputation 
of some transactions.

The tables on pages 290 and 291 provide a reconciliation between Exchequer 
receipts and expenditure and the current receipts and expenditure in the central 
government accounts for 1965/66, the latest year for which Finance Accounts 
was available when the 1967 Blue Book was prepared. The table on page 293 
relates the Exchequer financing requirement to the net balance in the central 
government capital account. Similar reconciliations were included in the 
Financial Statement for 1965, 1966 and 1967. The 1968 Financial Statement gave 
a different form of reconciliation, showing the relationship of the national 
accounts items to the transactions recorded in the accounts of the Consolidated 
Fund and the National Loans Fund.

A further discussion of the relationship between Exchequer transactions and 
the national accounts is given in the White Paper<8) issued before the form of the 
Exchequer Accounts was changed for 1964/65. The earlier form of accounts is 
set out in the first description of the national accounts The changes in the 
accounts resulting from the establishment of the National Loans Fund in April 
1968 have little effect on this relationship.

S U P P L Y  SERVICES

The larger part of government expenditure is on account of ‘Supply services’, 
authorised annually by the Appropriation Acts. The principal published sources 
relating to departmental expenditure are the Estimates published in the February 
or March preceding the financial year to which they refer and the Appropriation 
Accounts published from January to March after the end of the financial year 
which show expenditure actually incurred. During the course of the financial 
year revised or supplementary estimates are also published. The defence 
estimates and appropriation accounts are published separately from the civil 
estimates and appropriation accounts, which since 1962/63 have been divided 
into eleven classes. The classes are further divided into Votes, each of which 
relates to the whole, or part, of a single department’s expenditure. The ex
penditure of the larger departments is divided into several Votes, for example 
ten Votes for the Army Department; for other departments one Vote covers the

'^^Reform o f  the Exchequer Accounts, Cmnd. 2014.
^^'National Income Statistics: Sources and Methods, Studies in Official Statistics, No. 3, 1956.
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Central government

Reconciliation between Exchequer financing requirement and
central government net balance, 1965/66

293

£ million

5 7 7 ‘ i>

15

- 4 6

4 9 9 ( 2 )

Exchequer borrowing plus Special transactions (n e t) ................................................

less Surpluses lent by extra-Exchequer funds to Exchequer but not constituting 
borrowing from sectors o f the economy outside central government: 

Departmental balances (including Civil Contingencies Fund and various
deposit accounts)...............................................................................................

National Insurance Funds ..................................................................................
Local Loans Fund ...............................................................................................
Issue Department surplus income ....................................................................

plus Increase in coin in circulation..................................................................................

Transactions included as receipts (reducing borrowing requirement) or as ex
penditure (increasing borrowing requirement) in giving rise to central govern
ment net balance:

Drawings from United Kingdom subscriptions to international lending
bodies (excluding I.M.F.) ..............................................................................

Accrued interest on national savings certificates............................................
Miscellaneous .......................................................................................................

Central government net balance ....................................................................................

‘I’As published in Finance Accounts o f  the United Kingdom, 1965166.
•2)As published in the June 1966 and subsequent issues o f Financial Statistics.

whole expenditure, for example there is one Vote for the Inland Revenue. To a 
certain extent each Vote brings together the expenditure connected with a 
particular object or purpose. For instance, although there is one Vote for the 
general administrative expenses of the Board of Trade, there are separate Votes 
for Board of Trade expenditure on promotion of trade, exports, etc., for Board of 
Trade promotion of local employment, and so on. These objects or purposes are 
related to the classification by function given in the Blue Book (see Chapter XI). 
In some cases, however, a single Vote may cover a number of services, for 
example the Vote for the Horae Office covers a range of services which are 
allocated to various categories in the functional analysis of public expenditure.

Each Vote is subdivided by sub-heads which generally show the subject, or 
economic nature, of the expenditure such as salaries and wages, fuel and light, 
purchase of machinery, contributions in lieu of rates. From this information the 
greater part of expenditure can be classified into the economic categories of 
expenditure used in the national accounts. With the introduction of a revised 
form of Civil Estimates in 1962/63 and of Defence Estimates in 1963/64, the 
detailed classification of sub-heads has been carried out by departments in co
operation with the Central Statistical Office, and a table showing the national 
accounts classification of each Vote is included as part of the published Estimates. 
These tables are summarised in the Memorandum by the Financial Secretary to 
the Treasury which is published at the same time of the year as the Estimates. 
Although at present no similar classification of appropriation accounts is 
pubhshed, from 1963/64 departments have been responsible for carrying out the 
initial classification of these accounts into economic and functional categories. 
This facilitates a more detailed classification of transactions than was possible

■ f i \
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294 Central government

from the published Appropriation Accounts, which normally show less detail 
than the Estimates.

Besides showing departmental payments, the Estimates and Appropriation 
Accounts show departmental receipts other than receipts of taxes by the revenue 
departments. Such departmental receipts are of two classes: (a) those which, up 
to limits laid down in the Estimates, may be appropriated in aid of departmental 
expenditure; and (b) the rest which must in due course be paid over to the 
Exchequer (as Exchequer Extra Receipts). For the national accounts the dis
tinction between the two classes (a) and (b) is not relevant. The estimate and 
appropriation account for each Vote shows these receipts in some detail and this 
enables them to be classified by their economic category, for example interest on 
loans, sales of fixed assets (which are deducted from gross fixed capital for
mation), and receipts of rent.

To complete the picture of supply service transactions it is necessary to refer 
to the Finance Accounts which show in summary form the Exchequer issues for 
supply services and the departmental payments to the Exchequer (described as 
Exchequer Extra Receipts) referred to in the preceding paragraph. These are, 
however, transactions within the government and they disappear on con
solidating the Exchequer accounts with the accounts of supply services.

The principal task in the analysis of supply services is therefore to sort out 
payments and receipts, both appropriations-in-aid and receipts payable to the 
Exchequer, into the economic categories used in the national accounts. Payments 
and receipts which disappear on consolidation of supply services with the 
accounts of the rest of the central government are ignored, for example, grants 
to the National Insurance Funds (see page 253); in place of these grants shown in 
the Appropriation Accounts, the national accounts show by virtue of the process 
of consolidation the full expenditure and income, other than grants, of grant- 
aided bodies and funds.

The Estimates and Appropriation Accounts for supply services of the Northern 
Ireland government follow the pattern of those for the United Kingdom govern
ment and their analysis is similar.

A special analysis has to be made in the case of trading services, for which the 
Appropriation Accounts show only cash payments and cash receipts. In some 
cases only a net figure is shown—either net cash surplus or net cash payment. 
The trading analysis is derived from Trading Accounts and Balance Sheets and 
other published accounts for trading bodies, which are listed in Annex 1.

OTHER BODIES,  F UND S AND ACCOUNTS

Besides the Exchequer accounts and the accounts of the supply services, the 
accounts of the various bodies and funds referred to on pages 251 and 252 are 
subjected to the same processes of consolidation and classification of transactions 
by economic categories. The internal transactions which disappear on con
solidation of the whole of the central government accounts—such as grants and 
loans from supply Votes or from the Exchequer—are ignored. The principal 
published accounts are listed in Annex 3, but there are many others of lesser 
importance. In principle the national accounts, which aim to show transactions 
between the central government (as here defined) and the rest of the economy, 
should incorporate all the accounts of what may be described as peripheral 
bodies or funds. But in practice the national accounts analysis is based in some
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of the less important cases on the transactions between the Exchequer, or supply 
Votes, and these peripheral bodies and funds, instead of on the latter’s trans
actions with the rest of the economy.
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As mentioned above, there is some published information available which 
provides quarterly figures of tax receipts and national savings, but most of the 
central government quarterly figures are compiled from special returns. The 
main source of information is a quarterly return by all departments to the 
Treasury which provides an analysis of expenditure on supply services by 
economic categories. It also includes particulars of extra-Exchequer receipts. 
Special returns are also made by departments covering the income and ex
penditure of extra-Exchequer funds and accounts, including in particular the 
National Insurance Funds. The figures generally relate to cash transactions, 
which is the normal basis of departmental accounting, but for trading services 
the departments concerned provide a quarterly estimate of the gross trading 
surplus on a payable-receivable basis. A return is also provided in respect of 
the Regional Hospital Boards which gives their expenditure on a payable- 
receivable basis. The figures may only approximate to those required; for 
example, if accounts are not analysed in the full detail for calendar quarters, 
and if accounts are kept for periods of complete weeks rather than for calendar 
quarters.

Lending from the Consolidated Fund is mainly carried out by way of deposit 
accounts maintained by departments, and quarterly returns are received in 
respect of these showing the amounts advanced and repaid and the amount of 
interest received. Details of central government borrowing are obtained from the 
accounts of the Treasury.

With the exception of the return for the National Insurance Funds, the above 
returns relate to Great Britain. Returns for Northern Ireland are collected and 
analysed by the Northern Ireland government, which provides a quarterly 
return of Northern Ireland central government transactions, excluding National 
Insurance Funds, on a national accounts basis.
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The reliability of the basic data used for the compilation of the central govern
ment accounts—nearly all of which are comprehensive and mutually consistent 
accounting date—is clearly good, in terms of the gradings described on pages 
39 to 41. In most cases, the reliability of the annual national accounts statistics 
is equally good, because the national income accounts are no more than a 
reclassification of the items shown in the basic accounting data. Some uncer
tainty arises over the preparation of the figures on a calendar year basis, since 
it is impracticable to obtain quarterly figures as detailed as the final accounts of a 
financial year. Moreover, figures for the most recent year shown are subject to 
revision when detailed accounts become available. Because of the methods used 
in measuring current expenditure on goods and services (see page 271) the 
annual, and also the quarterly, estimates of this item are subject to a greater 
margin of error than the transactions which are satisfactorily measured by cash 
receipts or payments.
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296 Central government

ANNEX 1

G OV ER N M EN T T R A D I N G  ACTIVITIES

The list of government trading bodies, as defined on pages 256 to 258 is given 
below. Trading bodies not operating after 1954/55 and listed in the previous 
description of the national accounts^i) are not included. An asterisk denotes 
those bodies for which commercial accounts are published annually in Trading 
Accounts and Balance Sheets. Accounts for the trading bodies in Northern 
Ireland (not listed below) are published in Trading and Other Accounts (Annex 3, 
item 76). For other trading activities, commercial accounts are published 
separately as noted below, or are estimated from the Appropriation Accounts 
and from information from the departments concerned. Except where otherwise 
stated, the trading surplus or deficit is included in gross trading surplus of 
central government.

Ministry o f Agriculture, Fisheries and Food and Department o f Agriculture and 
Fisheries for Scotland (formerly Ministry o f Food)
*Trading in foods to 31 March 1958. The trading loss of the Ministry, before 
charging administrative overheads and the cost of milk and welfare food 
schemes, was treated as a subsidy.

*Agricultural trading services. Pool labour services, agricultural machinery 
operations, land drainage and water supply operations, pest destruction and 
farming of land. There were deficits on trading up to 1954/55 which were treated 
as subsidies.

United Kingdom Atomic Energy Authority
The commercial operations of the Atomic Energy Authority were separated 
from the rest of their activities from 1 April 1965. Trading accounts are included 
in the annual reports (see Annex 3, item 24).

Crown Estate Office (formerly Crown Lands)
Accounts published as House of Commons papers. The income is included in 
rent.

*Export Credits Guarantee Department

^Forestry Commission

Land Commission
From 1967/68 the operations of the Land Acquisition and Management Fund

Post Office
Postal, telephone and telegraph, etc. 
Accounts published annually.

services to 31 March 1961. Commercial

^^'National Income Statistics: Sources and Methods, Studies in Official Statistics,No.3, 1956. 
* Denotes those trading bodies for which annual trading accounts are included in Trading- 

Accounts arui Balance Sheets.
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Post Office Savings Bank
The Post Office Savings Banks Fund is included. Accounts published separately 

Annex 3, items 26 and 28).

tjia

.<0 V V  I

a

’̂Royal Mint

Royal Ordnance Factories (formerly Ministry o f Supply)
When operated by the former Ministry of Supply trading accounts were included 
in Trading Accounts and Balance Sheets, From 1959/60 these accounts are 
included with the Defence Appropriation Accounts,

*State Management Districts
Operation of breweries and public houses in certain areas.

Ministry o f Technology (formerly Ministry o f Aviation and Ministry o f Supply) 
Assistance to private industry by the purchase and leasing of buildings and plant 
The income is included in rent.

Board o f Trade
*Air navigation services, including en route services from 1 November 1964 
(formerly Ministry of Aviation). The deficit is treated as a subsidy (see page 339).

♦Civil aerodromes (formerly Ministry of Aviation and Ministry of Transport 
and Civil Aviation). Accounts are included in Trading Accounts and Balance 
Sheets only from 1958/59. Air navigation services are included up to October 
1964, and the operation of international airports up to March 1966. The deficit 
is treated as a subsidy (see page 339).

♦Commodity trading divisions (formerly Ministry of Supply and Ministry of 
Materials).
Building and purchase of factories for sale and leasing to private industry. 
Accounts are included in Trading Accounts and Balance Sheets until 1959/60, 
after which they are published as House of Commons papers under the Local 
Employment Acts, 1960 and 1963 (see Annex 3, item 64). The deficit is treated 
as a subsidy (see page 341). The income is included in rent.

Ministry o f Transport (formerly Ministry o f Transport and Civil Aviation)
Post-war shipping operations—trooping, emigration and commercial services 
up to 1959/60.

Ministry o f Works, Ministry o f Housing and Local Government and Department 
o f Health for Scotland
Building and renting to local authorities of temporary housing up to 31 March 
1962. An imputed income was included under rent and the amount by which this 
exceeded the receipts from local authorities was treated as a subsidy (see pages 
268 and 269).

*Denotes those trading bodies for which annual trading accounts are included in Trading 
Accounts and Balance Sheets,
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A NN EX  2

G R A N T - A I D E D  BODIES

The list below excludes local authorities and public corporations. The list is 
not comprehensive and includes only the bodies receiving substantial grants from 
the central government. Private bodies receiving assistance from the government 
only in the form of free accommodation are not included. For simplicity, such 
assistance is ignored in the national accounts; to allow for it would require an 
imputed grant from the central government to the private sector and imputed 
expenditure by the private sector.

Treated as part o f central government

Agricultural Research Council 
Arts Council of Great Britain 
British Council
Commonwealth War Graves Commission (formerly Imperial War Graves 

Commission)
Consumer Council
Criminal Injuries Compensation Board
Herring Industry Board
Highlands and Islands Development Board
Medical Research Council
National Institute for Research in Nuclear Science
Natural Environment Research Council
Race Relations Board
Regional Hospital Boards and Boards of Governors of Teaching Hospitals
Science Research Council
Social Science Research Council
United Kingdom Atomic Energy Authority
White Fish Authority

Treated as part o f company sector {bodies serving industry)

Air Registration Board
British Institute of Management
British National Export Council
British Overseas Engineering Services Bureau
British Productivity Council
British Standards Institution
British Travel Association
Council of Industrial Design
Home Grown Cereals Authority.
Industrial Training Boards 
National Building Agency 
National Computing Centre 
Scottish Tourist Board
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Treated as part o f personal sector

Arts Council of Northern Ireland 
British Academy 
British Film InsGtute 
Centre for Environmental Research 
College of Aeronautics 
Commonwealth Institute 
Health Education Council 
National Central Library
National Committee for Commonwealth Immigrants
National Council of Social Service
National Library of Wales
National Museum of Wales
Private research bodies
Private schools and colleges (including direct grant and special schools and 

voluntary approved schools)
Royal College of Art 
Royal Society
Royal Society for the Prevention of Accidents 
Ulster Museum
Universities and, from April 1962, colleges of advanced technology 
Women’s Royal Voluntary Service
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A NN EX  3

P U B L I S H E D  SOURCES OF CENTRAL GOVERNMENT ACCOUNTS

The letters (HC) denote that a publication is a House of Commons Paper
The abbreviation (Cmnd.) indicates a Command Paper. Certain of the accounts
of grant-aided bodies and funds are appended to the appropriation account of
the Vote from which the grant is made, and these therefore appear in the
Appropriation Accounts referred to in item (9) below; where this is the case it is
denoted in the list below by the symbol (AA). The list includes sources providing
information from 1955/56 onwards. For sources relevant only for earlier years
reference should be made to the first description of the national accounts d).
A separate list of trading bodies, with a note of the sources of their accounts is 
given in Annex 1 on page 296.

EXCHEQUER AC CO UN TS

Note: These sources relate to the years up to 1967/68 before the establishment 
of the National Loans Fund.

(1) Finance Accounts o f the United Kingdom (HC). This document is pubhshed 
about November of each year and relates to the financial year ended the previous 
March, with corresponding figures in some tables only for the preceding 
financial year. Apart from giving the account of the Consolidated Fund as a 
whole it contains a detailed statement of tax receipts, of miscellaneous sources 
of revenue, and of issues for Consolidated Fund standing services, and a 
summary statement of Exchequer issues for supply services. It gives details of 
transactions in connection with the national debt, of other Exchequer receipts 
and issues, and of Exchequer assets and liabilities.

(2) The weekly return of Exchequer Receipts and Issues. This summary of 
Exchequer transactions is similar in form of presentation to the Finance Accounts, 
and was published in the London Gazette. An abbreviated version of the weekly 
return was published in th&Monthly Digest o f Statistics and in Financial Statistics.

(3) Financial Statement (HC). This is published each year on the day the 
Budget is presented to Parliament. It contains a summary of the estimates of 
revenue and expenditure for the coming financial year and a statement of pro
posed tax changes and of their estimated effect on revenue. Figures of the 
estimates and out-turn for the financial year just ended, or ending, are also given.

(4) National Debt Return (Cmnd.). An annual account is published in October, 
providing a detailed account of transactions during the year and of financial 
liabilities. For details of financial assets, reference must be made to the Finance 
Accounts.

REVENUE

(5) Annual Report o f the Commissioners o f H.M. Inland Revenue (Cmnd.). 
This is published about the beginning of the year, for example the 110th Report 
for 1966/67 was published in February 1968. It contains a detailed statement of 
revenue from income tax, surtax, profits tax, death duties, stamp duties, and 
other sources for a series of financial years including the year ended on the

National Income Statistics: Sources and Methods, Studies in Official Statistics, No. 3, 1956.
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previous 31 March. In addition it contains data of general economic interest 
derived from tax assessments about the financial operations of companies, the 
distribution of personal income, and estates assessed for death duties.

(6) Annual Report o f the Commissioners o f H.M. Customs and Excise (Cmnd.). 
This is published about January, for example the 58th Report for 1966/67 was 
published in January 1968. It contains full details of revenue from Customs and 
Excise duties, which cover most of what are treated in the national accounts as 
taxes on expenditure, together with some account of the reasons for changes in
their yield. .

(7) The Monthly Digest o f Statistics and Financial Statistics give monthly
figures of net receipts by the Inland Revenue and Customs and Excise, with an 
analysis under the main heads of revenue.

S U P P L Y  SERVICES

(8) Estimates (HC). The estimates of expenditure in the financial year beginning 
on the following 1 April are published in February or March; details of esti
mated departmental receipts, other than taxes collected by the revenue depart
ments are also shown. They also repeat the Estimates for the year then ending, 
including any supplementary estimates approved during the year. Revised or 
supplementary estimates are published as House of Commons Papers as they 
arise. The Estimates are published in two groups: those for the defence depart
ments and those for civil departments, the latter being divided since 1962/63 
into eleven classes.

(9) Appropriation Accounts (HC). These are audited statements of expenditure 
and of receipts, other than taxes; the estimated expenditure and receipts, as 
adjusted by any supplementary estimates, are shown for comparison with the 
actual out-turn. The Appropriation Accounts are in somewhat less detail than the 
Estimates. The accounts for each financial year are published in the following 
January to March.

(10) Memorandum by the Financial Secretary to the Treasury (Cmnd.). This is 
published at the same time as the Estimates and contains summary tables and 
additional information.

(11) Statement on the Defence Estimates (Cmnd.). This is published at the 
same time as the Estimates and includes a table showing the estimated expenditure 
included in the Defence Budget. The content of the Defence Budget as shown 
in the Statement on the Defence Estimates and in the Financial Statement differs 
from that of expenditure on military defence in the national accounts (see page 
333).

(12) Trading Accounts and Balance Sheets (HC). The accounts of trading 
activities conducted by government departments are published in an annual 
volume, the accounts for 1966/67 being published in December 1967. These 
contain the commercial accounts of the trading activities, as distinct from the 
cash accounts of their payments and receipts contained in the Appropriation 
Accounts and Estimates. The trading bodies for which trading accounts are 
included are shown in Annex 1 on page 296.

O T H E R  BO DIE S ,  F U N D S  A N D  A C C O U N T S

Only the accounts of the principal bodies and funds, etc. are listed below. 
They are almost all annual accounts.
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(13) National Insurance Funds (HC). The accounts cover the National 
Insurance Fund, the National Insurance (Reserve) Fund and the Industrial

Government Actuary on the financial condition 
ot the National Insurance Funds are also published (HC).
Grant-aided bodies

(14) Agricultural Research Council (AA).
(15) Arts Council of Great Britain (AA).
(16) British Council (AA).
(17) Commonwealth War Graves Commission (AA).
(18) Herring Industry Board (HC).
(19) Highlands and Islands Development Board (HC).
(20) Medical Research Council (AA).
(21) Natural Environment Research Council (AA).
(22) Regional Hospital Boards, Boards of Governors of Teaching Hospitals

Hospital Management Committees, Executive Councils and the Dental Estimates
Board (HC). Summarised accounts are published separately for England and 
Wales and Scotland.

(23) Science Research Council (AA).
(24) United Kingdom Atomic Energy Authority. An annual report and bal

ance sheet are both published (HC).
(25) White Fish Authority (HC).

Savings Banks
(26) Post Office Savings Banks Account.
(27) Trustee Savings Banks Account. This account shows the amounts in

vested by the trustees of savings banks through the National Debt Commission
ers and details of the securities held by the Commissioners in respect of deposits 
with their ordinary departments. The trustee savings banks themselves are not 
treated in the national income accounts as part of the central government. 
Summarised accounts of the trustee savings banks appear in the annual Report 
o f the Inspection Committee o f Trustee Savings Banks.

(28) Savings Banks Funds (accounts of the Post Office Savings Banks Fund 
and the Fund for the Banks for Savings). The income of these funds is the interest 
on securities held by the National Debt Commissioners on behalf of the banks; 
the payments from the funds include (a) interest paid to Post Office Savings 
Bank depositors and to the trustees of savings banks, (b) management expenses 
of the Post Office Savings Bank, and (c) excess interest paid to the Exchequer. 
For the items included in the central government current account, see pages 266, 
269 and 273.

(29) The National Savings Committee issue weekly and monthly figures of 
deposits in, and withdrawals from, savings banks and other national savings 
media. Summaries are reproduced in the Monthly Digest o f Statistics and 
Financial Statistics.
Lending to local authorities

(30) Local Loans Fund (HC). Details of the purpose for which loans are 
granted is given in the annual Report o f the Public Works Loan Board, the 
body which grants the loans.

(31) Harbours Act, 1964 (HC). Loans to harbour authorities.
See also item 79.
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mnissioners on behalf of the baub,
jterest paid to Post O f f i «
,gs banks, (b)

interest paid to the
Btent current account, see pages:cess 266,

» • • “ '. ’ f j i s r -

for which loa«; ^

harbour auihofilies-

Lending to public corporations
Accounts under the following Acts:

(32) Air Corporations Acts, 1949 to 1966 (HC).
(33) Cinematograph Film Production (Special Loans) Acts, 1949 to 1957 (HC),
(34) Coal Industry Acts, 1946 to 1965 (HC).
(35) Cotton (Centralised Buying) Act, 1947 (HC).
(36) Covent Garden Market Acts, 1961 and 1966 (HC).
(37) Development of Inventions Acts, 1948 to 1965 (HC).
(38) Electricity and Gas Act, 1963 (HC).
(39) Housing Act, 1964 (HC).
(40) Housing (Scotland) Act, 1962 (HC).
(41) Iron and Steel (Financial Provisions) Act, 1960 (HC). Loans to the 

iron and steel industry, including the private sector as well as public corpora
tions.

(42) New Towns Acts, 1946 to 1965 (HC).
(43) Overseas Resources Development Acts, 1959 and 1963 (HC).
(44) Sugar Act, 1956 (HC).
(45) Transport Act, 1962 (HC).

War damage and Town and Country Planning compensation 
Separate accounts are published for:

(46) Town and Country Planning Acts, 1954, 1959 and 1962; Town and 
Country Planning (Scotland) Acts, 1954 and 1959 (HC).

(47) Town and Country Planning (Planning Payments (War Damage) 
Schemes, 1949) (HC). This was last published for 1963/64.

(48) War Damage Account (HC), replacing from 1964/65 the War Damage 
(Land and Buildings) Account (HC) and the War Damage (Business and 
Private Chattels Schemes) (HC).

(49) War Risks (Marine) Insurance Fund, superseded as from 30 October 
1952, by the Marine and Aviation Insurance (War Risks) Fund (AA).

(50) War Damage (Public Utility Undertakings) Account (AA). This was last 
published for 1958/59.

Other accounts
(51) Acquisition of Guaranteed Securities Fund (AA). This Fund, adminis

tered by the Export Credits Guarantee Department, acquires and disposes of 
foreign government securities and similar securities issued by foreign companies, 
etc.

(52) Civil Contingencies Fund (HC). This Fund, administered by the Treasury, 
is used to make temporary advances to departments in anticipation of supply 
issues.

(53) Colonial Development and Welfare Acts, 1959 to 1965 Accounts (HC).
(54) Crown Estate Abstract Accounts (HC), formerly Crown Lands Abstract 

Accounts.
(55) Development Fund (HC). Grants and loans are made from this Fund 

for the purpose of promoting the rural economy and of developing fisheries, etc.
(56) Education (Scotland) Fund (AA). Grants to education authorities and 

institutions were paid from this Fund; last published for 1958/59.
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(57) Forestry Fund (AA). This is the account of the Forestry Commission on 
a cash basis. Accounts on a commercial basis are included in Trading Accounts 
and Balance Sheets (see item 12 above).

(58) House Purchase and Housing Act, 1959 Accounts (HC). These relate to 
advances made to building societies.

(59) Housing Act, 1961 and Housing (Scotland) Act, 1962 Accounts (HC). 
These relate to advances made to private housing associations.

(60) Housing (Temporary Accommodation) Act, 1944 Account (HC). 
This related to the purchase and erection of temporary houses by the Ministry 
of Works; last published for 1955/56.

(61) Irish Land Purchase Fund (HC). The account shows the transactions of 
the National Debt Commissioners in connection with payments of interest on, 
and the redemption of, stock issued for financing land purchase in Ireland.

(62) Iron and Steel Realisation Account (HC). See page 276. The accounts of 
the Iron and Steel Holding and Realisation Agency (HC) provide further 
information.

(63) Legal Aid and Advice Acts, 1949 to 1964 Account (HC).
(64) Local Employment Acts, 1960 and 1963 Accounts (HC). These accounts 

show the transactions of the Board of Trade, and the management corporations 
acting on their behalf, in connection with schemes to promote employment in 
certain areas.

(65) National Land Fund (HC). This Fund is administered by the Treasury; 
inter alia, the Treasury makes payments from the Fund to the Inland Revenue 
where property is accepted in satisfaction of death duties.

(66) Navy, Dockyard and Production Accounts (AA). These give an analysis 
of dockyard costs and their division between the principal products. Prior to 
1964/65 they were published separately (HC).

(67) Redundancy Fund (HC).
(68) Road Fund (HC). Grants to highway authorities and expenditure on 

trunk roads were financed from this Fund. The Fund was wound up on 31 
March 1956.

(69) Shipbuilding Credit Act, 1964 Account (HC).
(70) Tithe Act, 1936 Redemption Annuities Account (HC). This records 

transactions in connection with (i) redemption stock issued as compensation 
when tithes were extinguished, and (ii) redemption annuities paid by landowners 
released from their tithe rent charge obligations.

(71) Transport Fund (HC). The proceeds of the transport levy were paid 
into this Fund (see page 265); last published for 1956/57.

. .
il Funti'

SI '''

N O R T H E R N  IRELAND

Accounts are published by the Northern Ireland government which are similar 
to those for the United Kingdom. They include:

(72) Finance Accounts.
(73) Financial Statement.
(74) Estimates for supply services.
(75) Appropriation Accounts for supply services.
(76) Trading and Other Accounts.
(77) National Insurance Funds Accounts.
(78) Accounts of Capital Receipts and Payments. This includes details of the
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Civil Contingencies Fund, Ulster Land Fund, Reserve and Sinking Funds and
Capital Purposes Fund.

(79) Government Loans Fund.
(80) Agricultural Loans Fund.
(81) Road Fund.
(82) Summary of FTealth Services Accounts.
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Chapter X

Local Authorities

1. G E N E R A L  DESCRIPTION

Local authorities are public authorities of limited geographical scope, having 
power to raise funds by certain forms of local taxation. Substantially all local 
bodies, other than companies trading for profit, that have powers to levy rates, 
taxes, tolls or dues, or to require them to be levied, are obliged to make annual 
returns of income and expenditure under Part XI of the Local Government Act 
of 1933. In Scotland the relevant Act is the Local Government (Scotland) Act, 
1947, and in Northern Ireland the Local Government (Application of Enact
ments) Order, 1898. It is convenient, therefore, to define the local authority 
sector as the authorities and bodies making returns under these Acts. The local 
authority sector thus includes not only the local authorities with general admin
istrative functions in v ^ in g  degrees—such as the county, borough, district and 
parish councils, and joint boards and committees formed by two or more 
councils; it also includes local bodies with special functions—local harbour 
boards, district fishery boards, drainage boards, river authorities, water boards 
(including the Metropolitan Water Board) and a variety of bodies such as the 
conservators of certain commons and the trustees of certain London squares. 
Some of these local bodies with special functions, such as the Port of London 
Authority, the Metropolitan Water Board and the Mersey Docks and Harbour 
Board, are of very substantial size. New Town Development Corporations are 
not included; they are treated as public corporations. The Metropolitan Police 
is included in this sector even though it has certain national functions. Up to 
March 1962 colleges of advanced technology, under the control of local education 
authorities, are included; from 1 April 1962 these colleges were transferred to 
the control of independent governing bodies receiving direct grants from the 
central government and from that date they are treated as private non-profit- 
making bodies in the personal sector (see page 99).

It should also be noted that the superannuation funds of local authorities 
are excluded from this sector. The funds are regarded as the property of the 
members of the superannuation schemes in the personal sector (see page 100) 
and the transactions of the funds are included with those of financial companies

The annual returns made under the Local Government Acts are summarised
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for England and Wales in Local Government Financial Statistics which is pub
lished annually by the Ministry of Housing and Local Government. Correspond
ing summaries are published for Scotland—Loca/ Financial Returns {Scotland)— 
and Northern Ireland—Loca/ Authority Financial Returns. The three summaries 
together have the same scope as the local authority sector, apart from the 
exclusion of superannuation funds. The three sources provide the greater part 
of the information required for the local authority sector in the national 
accounts; they are supplemented by a number of special returns of local 
authorities’ transactions which are available much earlier than the published 
annual summaries (see Section 3 of this chapter).

The local authority accounts are presented in the same categories as those 
adopted for the central government. The principles of the classification of trans
actions are the same and need not be repeated: a detailed discussion is given in 
Section 1 of Chapter IX. The problems involved in rearranging the published 
data are, however, feweri^L The difficulty of eliminating internal transactions is 
less because many transfers between one authority and another, for example 
precepts levied by one authority on another, are already eliminated in the 
published sources. The distinction between current and capital transactions 
which is made for the accounting purposes of local authorities is close to that 
required for the national accounts. The summaries give an analysis of trans
actions according to the various local authority services, for example education, 
police, etc., and moreover the services are divided between a group described as 
‘trading services’ and the rest, that is the ‘rate-fund’ services. It should also be 
noted that local authorities’ accounts are nearly all on a payable-receivable, or 
an accruals, basis, in contrast with the cash basis used for most central 
government accounts.

2. TH E P U B L IS H E D  TABLES

Two tables for local authorities are published in the Blue Book—a current 
account (Table 45 of the 1967 Blue Book) and a capital account (Table 46 of the 
1967 Blue Book). The following notes describe these tables; except where 
otherwise stated, the sources from which the estimates are derived are Local 
Government Financial Statistics for England and Wales and the corresponding 
summaries for Scotland and Northern Ireland. References below to Local 
Goverment Financial Statistics should be read as referring also to the corres
ponding publications for Scotland and Northern Ireland. In addition, the 
figures form part of the accounts for combined public authorities and for the 
public sector which are described in Chapter XI.

C U R R E N T  A C C O U N T

The current account of local authorities in the 1967 Blue Book is presented on 
the next page.

‘i ’For the analysis of a sample of local authorities’ accounts in national accounting terms 
see J. E. G. Utting, Social Accounts o f Local Authorities, Cambridge University Press, 1953.
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308 Local authorities i
Current account of local authorities, 1966

£ million

Receipts

Current giants from central govern
ment:
Grants not allocated to specific

services....................................
Grants for specific services'! ’___

Total .......................
Rates ...........................
Gross trading surplus'^* 
Rent'! "31.....................
Interest, etc...................

1,166
313

Total 3,586

Expenditure

Current expenditure on goods and
services'!’ ..................................

Housing subsidies .......................
Current grants to personal sector'!’ 
Debt interest'!’ .......................

Total current expenditure

Balance: current surplus before 
providing for depreciation and 
stock appreciation.....................

2,280
82

208
600

3,170

416

Total 3,586

Source: 1967 Blue Book, Table 45 
'! ’These items are subdivided in the Blue Book table as described in the notes below,
'2’Before providing for depreciation and stock appreciation.
'3’Before providing for depreciation.

Current grants from central government
Grants from the central government comprise both non-specific grants and 
grants towards specific services, such as roads, police, etc. Since the introduction 
of the general grant system in April 1959 grants not allocated to specific services 
have accounted for about three-quarters of the total; prior to this they accounted 
for only about one-sixth. In addition to the general grant, those grants not 
allocated to specific services include rate deficiency grants from April 1959, and 
equalisation and transitional grants. These non-specific grants were superseded 
in 1967 by the new system of rate support grants. Figures of non-specific grants 
include receipts from local taxation licence duties which are collected and 
retained by local authorities but treated as central government taxes (see page 
265). They also include from 1965 grants under the Rating (Interim Relief) Act, 
1964, and from 1966 grants towards the cost of rate rebates and reimbursements 
to local authorities in respect of selective employment tax paid on their 
employees (see page 312). Payments under the Tithe Act, 1936 (about £1 million 
per annum) which ceased from April 1959 are also included in the figures of 
non-specific grants.

After the introduction of the system of general grants in 1959, and until 1967, 
the main services for which specific grants were made were roads, police, school 
meals and milk. From 1967, under the rate support grant system, the specific 
grants for current expenditure on roads and school meals and milk ceased and 
police remained the only major service continuing to receive a specific grant. The 
specific grants are analysed in the Blue Book table according to service; the 
services are as defined in Chapter XI, except that grants shown under the heading 
‘Education’ include grants towards the current cost of school meals and milk. 
Grants for education also include the cost of the salaries of school teachers paid 
directly by the government of Northern Ireland, which are treated as being paid 
by local education authorities. Since housing is treated as a trading service, 
grants towards housing are excluded and regarded as a subsidy paid to the
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operating account of local authorities. However, grants towards the cost of 
local authorities’ loan charges incurred on grants for conversions and improve
ments of privately-owned housing accommodation are included.

The figures of current grants derived from Local Government Financial 
Statistics differ somewhat from those derived from the central government 
Appropriation Accounts; this can probably be explained by the central govern
ment recording actual payments while the local authorities record amounts due 
and by local authorities treating as current receipts central government grants 
towards capital expenditure met from revenue. For the consistency which is 
essential in a system of national accounts, the figures from the local authority 
accounts have been adjusted to accord with those given by the central govern
ment accounts. This adjustment is partly reflected in the residual item in the 
capital account ‘Miscellaneous financial receipts (net) and changes in cash
balances’.
Rates
Local rates, which include land drainage rates, are treated as a tax on ex
penditure, being related to the particular activity of using land and buildings 
(see pages 259 and 260). The central government, Post Office, and nationalised 
railway and electricity undertakings are not liable to pay rates but make instead 
contributions in lieu of rates; these are included here. Water rates paid by water 
consumers are not included, but are treated as operating receipts of a trading 
service. Income from rates is recorded on an accruals basis; it is the estimated 
amount of rates due in respect of the period. The difference between cash receipts 
and accruals is included in the capital account under the heading ‘Miscellaneous 
financial receipts (net) and changes in cash balances’. From 1966 income from 
rates was reduced by the rate rebate scheme for low income households.
Gross trading surplus
The trading activities of local authorities are those shown as such in Local 
Government Financial Statistics, with the addition of housing, income from which 
appears under the separate heading ‘Rent’ (see below). The gross trading surplus 
is the balance of trading income over operating expenditure, before allowing for 
depreciation and interest charges. In conformity with the treatment of trading 
bodies elsewhere in the national accounts, income from the ownership of 
buildings and plant used for trading services (other than housing) is included in 
the gross trading surplus. While it is recognised that not every local authority 
trading service (outside housing) may be operated broadly to cover its costs 
including depreciation and interest, in no case is any surplus treated as a tax 
on expenditure derived from the exercise of monopoly, nor is any loss (except 
in the case of housing) treated as a subsidy, as it is for some central government 
trading bodies (see page 258).

Trading income consists chiefly of revenue from sales, for example from 
passenger transport, or from various fees, dues and rents which may (as in dock 
and harbour undertakings) or may not (as in the case of water rates) be precisely 
related to the extent to which the service is used by the payer. Receipts towards 
deficiencies from rate-fund accounts and from reserve funds and the small 
amount of government grants in respect of these services are not regarded as 
subsidies and are excluded. Operating expenditure consists of the working 
expenses, but, as for other trading bodies, loan charges are not treated as an 
operating expense. Transfers in aid of rates, transfers to reserve funds and
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Local authorities

transfers to capital accounts are also excluded from trading expenses but the 
expenditure, other than transfers, of trading reserve funds is included. The 
data relating to these items are set out in Local Government Financial Statistics 
although certain adjustments, which are partly estimated, must be made in 
respect of the transfers to and from other accounts and funds.

The composition of the gross trading surplus for 1964/65 is’as follows:

£ million
Water supply.........................................................
Road passenger transport...............................................  j j
Harbours, docks and piers............................................ 13
Civic restaurants, markets, slaughterhouses.................  2
Other (including general corporation estates, cemeteries 

and aerodromes)......................................................... g

T o ta l ............................................................................................  68

(ii) 'Public fottl and P“ antral g
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Before nationalisation in 1948 and 1949 municipal electricity and gas under- C i r r i i H ‘ 
takings in Great Britain were, of course, included and the scope of local 
authority trading services was much greater. Corresponding undertakings in I 
Northern Ireland are still included. I

Fent
Rent from the ownership of dwellings and rent from the ownership of non- 
trading property, such as schools and offices, are shown separately in the Blue 
Book table. Provision of housing is treated as a trading activity, in which the 
price of the product, that is the rent charged to tenants, is as a matter of policy 
less than its cost. In conformity with the principles set out on pages 255 to 258 
the deficit on housing revenue account is therefore treated as a subsidy, and in
come from rent is taken to equal the annual loan charges; these loan charges are 
the equivalent of interest on capital and depreciation. Rent income from houses is 
therefore an imputed measure related to the economic rent. However, in so far 
as the loan charges are related to the original cost of the houses and not to their 
current replacement cost, the rent income as measured here is related to less 
than the full economic rent and does not reflect current market values. The 
Blue Book table on housing subsidies. Table 49 of the 1967 Blue Book (see page 
326), shows how rent income from local authority houses, as here defined 
(£410 million in 1966), may be equated with the sum of rents received (£369 
million), central government subsidies (£100 million) and local authorities’ own 
subsidies (£82 million) less the cost of repairs and other expenses (£141 million).

The estimate of rent from non-trading property is also an imputed figure. 
Some of the diflBculties encountered in attempting to measure imputed rent 
are discussed in the context of the central government sector on pages 267 and 
268. With the two exceptions listed below imputed rent from local authorities’ 
non-trading assets is measured, as for local authority housing, by reference to 
the loan charges incurred in providing these assets. The exceptions are:

(i) imputed rent from local authority schools and colleges is based on the 
assessments of rateable values made by the valuation office of Inland Revenue; 
this is consistent with the method adopted for national health service hospitals 
in the central government accounts (see page 268).
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(ii) no imputation is made in respect of the assets employed in local authority 
road and public lighting services, which is consistent with the treatment of 
trunk roads in the central government accounts (see page 267).

Imputed rent from non-trading property is balanced by the inclusion of an equal 
amount in current expenditure on goods and services.

• ( • 1
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Interest^ etc.
This item of income consists of interest received on loans for house purchase 
and interest received on the invested balances of sinking funds, consolidated 
loans funds and certain other special funds. The investment income of super
annuation funds is excluded; such income is deemed to accrue to the members 
of the schemes. Receipts from the central government and nationalised industries 
in respect of loans for which these bodies have accepted responsibility are 
included (see page 313). Most of the figures are derived from Local Government 
Financial Statistics. No attempt is made to exclude interest received from other 
local authorities but in the mid-1960's this is estimated to have amounted to 
only about £6 million a year.
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Current expenditure on goods and services
This item represents the general expenditure on revenue account .of rate-fund 
services other than housing plus imputed rent (see below) less certain expenditure 
which is treated as grants to the personal sector (scholarships, grants to uni
versities, expenditure on school meals and milk, and legal aid). The parts of 
expenditure on rate-fund services revenue account representing transfers to 
capital account, transfers towards deficiencies on trading services, transfers to 
certain special funds (for example reserve funds) and certain expenditure on 
renewals, are excluded from current expenditure on goods and services; but 
the expenditure, other than transfers, of the reserve, etc. funds is included. Fees 
and recoupments—such as school fees, contributions by the beneficiaries 
towards the cost of welfare services, entrance fees to museums, and recoveries 
of expenditure—are deducted from the corresponding expenditure. However, 
the parts of the heading ‘Fees and recoupments, etc.’ shown in Local Government 
Financial Statistics which represent transfers from certain special funds, for 
example reserve funds, and interest on loans for house purchase (small dwellings 
acquisition) are not deducted in arriving at current expenditure on goods and 
services. Up to March 1962 current expenditure on colleges of advanced techno
logy was included (see page 306). From September 1966 an estimate of the 
selective employment tax payable in respect of local authority employees is also 
included with current expenditure on goods and services. All the figures are 
derived from Local Government Financial Statistics except the estimates of 
grants to the personal sector (see page 313) and payments of selective employ
ment tax.

It should be noted that the figures include employers’ superannuation con
tributions in respect of all local authority employees except police and firemen. 
Such contributions are paid to special superannuation funds managed by local 
authorities (see page 306) or, in the case of the teachers’ pension scheme, to the 
central government. In the case of the contributory pension schemes for the 
police and fire services, there are generally no separate pension funds and no 
identifiable employers’ contributions; the pensions paid to retired members of 
these services less employees’ contributions, are included in current expenditure
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312 Local authorities

on goods and services. This treatment is consistent with the definition of income 
from employment (see Chapter VI, Section 3).

Except for road and public lighting services, the figures of current expenditure 
on goods and services include imputed payments of rent for the use of the 
assets employed in providing local authority services. This is balanced by the 
inclusion of an equal amount in rent income, the basis of measurement of 
which is explained on page 310. The imputed rents included in expenditure on 
each service for public authorities as a whole are given in the table analysing 
public authorities’ current expenditure on goods and services (Table 48 of the 
1967 Blue Book).

Local authorities receive reimbursements for their payments of selective 
employment tax, except for employees engaged on new construction work; but 
for national accounts purposes the tax is regarded as falling on their expenditure 
on goods and services and reimbursements of the tax are included with current 
grants from central government. The amount of the tax included in expenditure 
on each service for public authorities as a whole is given in the table analysing 
public authorities’ current expenditure on goods and services (Table 48 of the 
1967 Blue Book).

Current expenditure on goods and services is analysed in the Blue Book 
according to service; the classification is the same as that used for the analysis of 
the combined expenditure of the central government, local authorities and 
public corporations (Table 53 of the 1967 Blue Book). The definitions of the 
services, in terms of the classification used in Local Government Financial 
Statistics, are given in Chapter XI.

Housing subsidies

This is the only expenditure regarded as a subsidy in the presentation of local 
authority accounts. It represents the deficit on housing services, that is the excess 
of expenditure, including loan charges, repairs and other expenses on all housing 
revenue accounts over the amounts received in rents from tenants and in central 
government contributions. Actual repair expenditure charged to statutory 
housing repairs accounts is included, rather than provision for repairs charged 
to housing revenue accounts. The part of expenditure on housing revenue 
accounts representing transfers to capital account and to reserve funds is 
excluded. The derivation of the figures is shown in the Blue Book table on 
housing subsidies (Table 49 of the 1967 Blue Book, see page 326). Except for 
the years 1957 and 1958 nothing is included in local authority subsidies in 
respect of emergency housing, since in all other years the central government 
reimbursements to local authorities have been approximately equal to the net 
cost incurred by them in providing such housing.

Current grants to personal sector

(a) Scholarships and grants to universities, colleges, etc. Scholarships comprise 
cash payments to pupils and students in respect of fees and maintenance allow
ances; they account for nearly all of this item.

(b) School meals and milk. The cost to local authorities of providing school 
meals and milk, after deducting receipts from parents. This is treated as a grant 
to persons, rather than expenditure on goods and services, in the same way as
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milk and welfare foods provided by the central government (see page 105). 
The cost of school milk has been borne by local education authorities since 
October 1954 when it was transferred from the Ministry of Food; the central 
government grant towards the cost of the education service was increased by an
equal amount.

(c) Legal aid. The cost to local authorities of legal aid in criminal cases in 
courts other than magistrates’ courts. This is reimbursed by a current grant from 
the central government.

Figures of these items are not given in Local Government Financial Statistics: 
figures for (a) and (b) are derived from returns made by local education authorit
ies to the education departments and for (c) from the amount of the grants made 
by the Home Office to local authorities for legal aid.

Debt interest
This is the interest paid on rate-fund and trading services revenue accounts. 
Payments of debt interest which are financed from interest received on the 
invested balances of consolidated loans funds are also included although this 
element of debt interest does not appear in Local Government Financial Statistics. 
Interest on loans in respect of hospitals and gas and electricity undertakings now 
taken over by national bodies is included; the reimbursements made by the 
central government and nationalised industries are included in the item showing 
interest received. No attempt is made to exclude interest paid to other local 
authorities, which is also included in receipts; in the mid-1960’s this is estimated 
to have amounted to only about £6 million a year. Interest payments are shown 
gross, before deduction of income tax, which is regarded as falling on the 
recipients of the. interest.

Interest paid on loans from the central government is shown separately from 
other payments of interest; the figures are taken from the central government 
accounts.

United Kingdom taxes on income
The annual current account in the 1967 Blue Book includes no item for pay
ments of United Kingdom taxes on income. Local authorities are liable to tax on 
certain of their trading activities but the amounts involved are relatively minor 
and the small amounts of tax paid have been ignored. However, local authori
ties also make payments to the Inland Revenue in respect of tax deducted 
from their payments of interest and, as in the case of other sectors, figures of tax 
payments are taken to be the amounts paid to the Inland Revenue less the tax 
withheld from interest paid. In each calendar year up to 1966 the amounts paid 
to the Inland Revenue have been taken to be equal to the tax withheld but the 
quarterly figures have varied considerably (see page 316).

C A P I T A L  A C C O U N T

The capital account for local authorities, covering both trading and non-trading 
services, is set out below. The problem of separating capital from current items 
is much simpler than for central government; the distinction made for accounting 
purposes by the local authorities and summarised in Local Government Financial 
Statistics is close to that required here.
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314 Local authorities

Capital account of local authorities, 1966 •3
£ million

Receipts Payments

Current surplus before providing 
for depreciation and stock apprec
iation............................................ 416

Gross domestic fixed capital for
mation:

Housing.................................... 636Capital grants from central govern- Other trading services*!’ .......... 134m ent'i*........................................ 82 Non-trading services*!’ ........ 560
Net borrowing from central govern

546
408

ment ............................................
Other identified borrowing (net)... Capital grants to personal sector.. 18
Miscellaneous financial receipts (net)

and changes in cash balances___ -9 7 Net lending for house purchase... 7

Total .............................................. 1,355 1,355

Source: 1967 Blue Book, Table 46 
‘1 ‘These items are subdivided in the Blue Book table, as described in the notes below. I

Capital grants from central government
This comprises grants towards capital expenditure on specific services, a number 
of which are shown separately. From 1955 to 1966 the principal item has been 
grants for roads (£47 million in 1966). Grants for education (£10 million in 
1966) relate mainly to capital expenditure on canteens for the school meals 
service. The definitions of the services are given in Chapter XI. War damage 
compensation is also included in this item and combined with other grants for 
the service concerned; the total is shown separately in the central government 
capital account. War damage compensation was paid mainly in the early post
war years and by 1954 it was only £2 million a year and from 1959 to 1966 it 
was only £1 million. This item includes lump sura contributions by the Northern 
Ireland government towards the cost of newly-built houses.

Capital grants from central government are shown in Local Government 
Financial Statistics. The figures differ from those in the central government 
accounts; the latter have been used in order to achieve consistency, as in the 
case of current grants from the central government (see page 309). Certain grants 
made specifically towards capital expenditure met from revenue and treated by 
local authorities as current receipts are included.
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Net borrowing from central government
Borrowing from central government is not distinguished in Local Government 
Financial Statistics from borrowing from other sources. The figures are taken 
from the central government accounts. They relate to advances less repayments 
from:

(i) the Local Loans Fund through the agency of the Public Works Loan 
Board;
(ii) the Consolidated Fund to harbour authorities;
(hi) the Northern Ireland Government Loans Fund;
(iv) the Votes of certain government departments, for example Ministry of 
TTransport, providing loan finance for local authorities’ capital expenditure, 
principally on tunnels and bridges.
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Other identified borrowing {net)
From 1961 estimates of local authority borrowing are available covering 
borrowing by means of quoted securities, other long-term borrowing and 
temporary borrowing. They are derived from quarterly returns made by virtually 
all local authorities in the United Kingdom. A detailed analysis of borrowing 
by source, period to maturity, etc. based on returns from all the larger and 
selected smaller authorities is published in Financial Statistics. Before 1961 this 
item is combined with ‘Miscellaneous financial receipts (net) and changes in 
cash balances*.

Miscellaneous financial receipts {net) and changes in cash balances
This is the residual item in the accounts of local authorities which reflects changes 
in cash balances, debtors and creditors, etc. together with any errors or adjust
ments in the other items shown—for example, the adjustments to the figures of 
grants from the central government made in order to conform with the accounts 
of the central government (see pages 309 and 314). The excess of rates received 
over the amount accrued, which assumes greater significance in the quarterly 
accounts where it is shown separately (see page 316), is also included under this 
heading. Before 1961 this item is combined with ‘Other identified borrowing 
(net)’, covering borrowing from sources other than the central government.

Gross domestic fixed capital formation
Estimates of fixed capital formation for all years but the most recent are derived 
mainly from Local Government Financial Statistics and to some extent from the 
capital payments returns referred to on page 318. The whole of expenditure on 
capital account shown in Local Government Financial Statistics, other than re
payment of debt, has been treated as expenditure on fixed assets, apart from 
expenditure on loans for house purchase, improvement grants and clean air 
grants. In addition, certain expenditure on renewals charged directly to revenue 
account is included. Capital receipts from ‘Other sources’, except those under 
the headings ‘Small dwellings acquisition’ and ‘Improvement grants’, are 
assumed to relate to sales of fixed assets and have been deducted from the 
corresponding expenditure.

The Blue Book table shows the division of gross domestic fixed capital for
mation between the various non-trading services, corresponding to the analysis 
of current expenditure on goods and services, and the following trading services:

Housing
Road passenger transport
Harbours, docks and aerodromes
Gas and electricity
W a te r
Other

The estimates for education include the cost of the school canteens referred 
to on page 314. Further information on the definitions of the services and 
content of the items is given in Chapter XI. The estimates of fixed capital forma
tion are further described in Chapter XII.

Capital grants to personal sector
This mainly represents grants by local authorities for the conversion and 
improvement of housing under the Housing (Financial Provisions) Act, 1958
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316 Local authorities

the House Purchase and Housing Act, 1959, the Housing (Scotland) Act, 1949 
and the Housing (Miscellaneous Provisions) and Rent Restriction Law (Amend
ment) Act (N.I.), 1956. Grants by local authorities in Northern Ireland towards 
the cost of privately-built houses under the Housing and Local Government 
(Miscellaneous Provisions) Act (N.L), 1946, and Housing (No. 2) Act (N.L), 
1946 are also included. The estimates are based on information provided by the 
Ministry of Housing and Local Government, the Scottish Development Depart
ment and the Ministry of Finance, Northern Ireland. From 1960/61 information 
in respect of improvement grants appears in Local Government Financial Statistics 
for England and Wales only. Grants under the Clean Air Act, 1956 and the 
Clean Air Act (N.L), 1964 are also included.
Net lending for house purchase
This is expenditure on capital account other than repayment of debt less capital 
receipts from ‘Other sources’ shown under the heading ‘Small dwellings acquis
ition’ in Local Government Financial Statistics. Calendar year estimates are 
derived in part from the quarterly returns to the housing departments of new 
advances mentioned on page 318.

QUARTERLY TABLES

Quarterly estimates are compiled for both the current and capital accounts of 
local authorities. The current account is published quarterly in Economic Trends 
and each month in Financial Statistics; the figures have been published from 
1961. The capital account is also published in Financial Statistics and the esti
mates also date from 1961.

Rates
In the national income accounts rates are recorded on an accruals basis but 
payments of rates to local authorities are generally made half-yearly. Quarterly 
variations in cash payments of rates have an important effect on local authority 
borrowing requirements. The quarterly current account therefore shows both 
cash receipts of rates and the adjustment necessary to bring rates on to the 
accruals basis consistent with the accounts for other sectors. The counterpart 
of this adjustment also appears as an item in the quarterly capital account.
United Kingdom taxes on income
Tax deducted from interest paid is estimated on the basis of interest payments 
other than to the central government. The tax is paid to the Inland Revenue 
mainly towards the end of the financial year and there are therefore considerable 
quarterly fluctuations in the net figure shown in the quarterly account as ‘Pay
ments of United Kingdom taxes on income’ (see page 313).

3. STATISTICAL SOURCES
Annual sources
The basic source of information for the local authority accounts is the statutory 
annual returns which are summarised for England and Wales in Local Govern
ment Financial Statistics, for Scotland in Local Financial Returns {Scotland) and 
for Northern Ireland in Local Authority Financial Returns.

Two problems arise in the construction of the accounts of the local authority 
sector which are similar to problems already discussed in connection with the
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central government accounts (page 288); firstly the preparation of calendar 
year figures from financial year data, and secondly estimation for the most 
recent year or years for which published accounts are not yet available.

The published summaries of local authorities’ accounts all relate to financial 
years, which end on 31 March in England and Wales and in Northern Ireland, 
and, with some exceptions, on 15 May in Scotland. Calendar year estimates are 
derived from the financial year data by using a number of special returns which 
form the basis of the quarterly accounts compiled for the local authority sector; 
these returns are described below.

The collection and publication of the statutory returns from local authorities 
are not complete in time to provide statistics for the most recent years. Thus at 
the time the 1967 Blue Book was prepared, the latest published material related 
to 1964/65. Figures for the latest two years are estimates based mainly on the 
information obtained from the special quarterly returns described below. For 
the latest year but one the Ministry of Housing and Local Government provide 
estimates based on a tabulation of a sample of local authorities* annual returns. 
The Scottish Development Department and other government departments with 
special responsibilities for particular local authority services also provide 
information for estimates for the latest two years.

The statutory annual returns do not, however, provide the full information 
required for the national accounts. Although one important element of ex
penditure on revenue account, namely loan charges (that is, interest on borrowed 
moneys, repayments of principal other than out of sinking funds, and payments 
into sinking funds), is shown separately, the economic categories of expenditure 
on goods and services and grants to the personal sector are not distinguished. 
Hence other sources of information have to be used for the estimates of current 
grants to the personal sector, and there can be no certainty that all classes of 
local authority grants to the personal sector have been identified. The principal 
source is more detailed information on local education authorities’ expenditure 
collected by the education departments of the central government. In the case of 
expenditure on capital account, the statutory returns show separately capital 
moneys assigned to the repayment of debt, but for the most part capital transfers 
and financial transactions, such as lending, are not distinguished from expendi
ture on fixed assets. Nor are increases in the value of stocks identified. Except 
for expenditure on conversion and improvement grants, clean air grants and 
loans for house purchase for which information is provided separately, the 
whole of the entry showing expenditure on capital account, other than the 
repayment of debt, has therefore been treated as expenditure on fixed assets. It 
has been assumed that increases in the value of stocks, capital transfers and 
lending, other than those mentioned, are sufficiently small to be ignored, although 
in fact some trading stocks must be held.

Central government grants and loans to local authorities are taken directly 
from the central government accounts, for which government sources provide 
quarterly figures of cash payments. Similar information is available for payments 
of debt interest by local authorities to central government.

Quarterly sources
The following special returns are available and are also used for the annual 
estimates until the annual data become available.
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318 Local authorities

(i) A quarterly sample inquiry on wages and salaries paid in England, Wales 
and Scotland which was instituted from the beginning of the financial year 
1956/57 and which provides the main basis for quarterly and calendar year 
estimates o f current expenditure on goods and services. In this inquiry wages

, and salaries in England and Wales are analysed under eight headings—police, 
education, roads, other non-trading services, housing, other trading services, 
capital account and agency services. The Scottish returns provide less detail. 
Wages and salaries account for about three-quarters of total current expendi
ture on goods and services by local authorities. Payments of imputed rent 
(see page 312) can be regarded as having no seasonal variation. No information 
is at present available about the quarterly pattern of other current expenditure 
on goods and services by local authorities and smooth quarterly changes are 
assumed. The estimates for the latest periods take into account the latest 
financial year forecasts.
(ii) A half-yearly capital payments return from all authorities. This return 
distinguishes between all the main local authority services and between 
payments for different types of fixed asset. From 1956 it is supplemented by 
a quarterly return for the June and December quarters in much less detail, 
now collected with (iv) below.
(iii) Quarterly returns by authorities in England and Wales to the Ministry 
o f Housing and Local Government o f conversion and improvement grants 
and loans for house purchase.
(iv) From 1961 a quarterly return from virtually all authorities o f total 
borrowing less repayments and a detailed analysis from all the larger authori
ties and selected smaller authorities. Borrowing is analysed according to 
whether it is temporary or longer-term, its source, and its period to maturity. 
In addition, with this return, the sample authorities have reported from 1961 
the amount of rates collected, and from 1964 receipts and payments of interest. 
The quarterly estimates of tax deducted from interest paid are based on the

estimates of interest payments other than to the central government; Inland 
Revenue records are the basis for the estimates of amounts paid. The quarterly 
estimates for current grants to the personal sector take account of the normal 
incidence o f payments o f scholarship awards, etc. and seasonal changes in the 
demand for school meals and milk. The remaining items—gross trading surplus, 
income from rent, receipts o f interest, etc. and expenditure on housing subsidies 
—are all assumed to follow smooth quarterly changes, estimates being based 
on the latest figures for financial years, including a forecast for the current 
financial year.
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4. R E L I A B I L I T Y

The basic data are accounting data and their reliability, in terms of the gradings 
described on pages 39 to 41, is good. The adjustments to a calendar year basis 
and the other adjustments required do not substantially affect the reliability of 
the estimates. An element of uncertainty arises in the figures for the latest two 
years shown which are partly based on estimates and projections. The relia
bility o f the figures for the last two years is less than for the figures compiled for 
the central government; the figures should not be regarded as more than fair.

Clearly, those items in the quarterly accounts for which a smooth quarterly 
trend is assumed may be subject to a greater margin of error than those for which
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quarterly data are available. These possible errors are unlikely to be significant, 
however. The assumption made in the case o f  rent, for example, is matched 
for non-trading assets by a similar assumption in the estimates for current 
expenditure on goods and services. Receipts o f interest on local authority loans 
for house purchase can quite reasonably be assumed to be paid regularly. The 
assumption of a smooth quarterly trend for gross trading sui^lus may be less 
justifiable, but since this item is relatively small any error is unlikely to be 
important.
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Chapter XI

Public Authorities and the Public Sector
I

1. G E N E R A L  D E S C R I P T I O N
Public authorities
Public authorities comprise the two sectors central government and local 
authorities, as defined in the two preceding chapters. For certain purposes it is 
convenient to combine the accounts for central and local government in order to 
show the total o f government activity. This is necessary when considering the 
development of services to which both central and local government bodies 
contribute, for example the national health service, education, and the roads' 
programme. It is also necessary, for example, when considering the extent of 
taxation, since local rates are an important part o f total taxes on expenditure. 
The public authorities sector is the ‘general government* sector o f the United 
Nations system o f national accounts<^>. It is appropriate for international com
parisons as it is not affected by differences in the division of responsibilities 
between central, state and local government bodies.

Public sector
The public sector comprises the three sectors central government, local author
ities and public corporations, as defined in the three preceding chapters. For 
many purposes it is convenient to treat the public sector as a whole and to draw 
a distinction between the publicly controlled and privately controlled sectors of 
the economy. Although public corporations are productive enterprises, the 
products o f which are sold commercially, their policy is affected by social and 
political as well as commercial considerations. The financial affairs of public 
corporations are interlocked with those of the central government, upon which 
they depend for their financing. It is important to include the operations of 
public corporations when considering the impact o f public expenditure on the 
economy, since investment by public corporations is an important element of 
public expenditure.

Consolidation o f  accounts
In preparing the accounts for public authorities and the public sector, trans
actions within the sector have generally to be eliminated. The principles followed 
in this process o f consolidation are the same as those followed in preparing the 
accounts for the central government sector (see page 253). In principle, all 
transactions are eliminated except those in which the payment by one part of the 
sector falls within a different economic category from the receipt by the other 
part. Thus, transactions which enter into gross national expenditure at market 
prices are not affected by the consolidation. Payments for the products of public 
enterprises which form part o f current expenditure on goods and services

M System o f National Accounts and Supporting Tables, United Nations, New York, 1964,
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are not eliminated, because to the enterprises they are part o f operating receipts. 
Similarly, payments of subsidies from the central government current account 
which are part of the operating receipts of public corporations are not eliminated. 
Taxes on expenditure levied by the central government which fall on local 
authorities’ expenditure and payments by the central government in lieu of 
local authority rates are also not eliminated. By retaining transactions which 
enter into expenditure on goods and services at market prices, the accounts for 
the public sector are kept on a comparable basis with those for the private sector; 
and the sum of public sector and private sector transactions is the total trans
actions for the economy as a whole. But all transfers and payments which form 
part of the same economic category are, as far as possible, eliminated. Examples 
of transactions eliminated from the accounts o f the public sector are the grants 
from central government to local authorities, taxes on income paid by public 
corporations and interest payments by local authorities and public corporations 
to the central government. In some cases, however, the consolidation is not 
complete because of lack of information; for example receipts o f interest by 
local authorities on their holdings of government securities are not eliminated.

2. TH E P U B L I S H E D  T A B L E S
Published estimates of the transactions of public authorities combined and 
of the public sector as a whole are generally restricted to calendar or financial 
years. Consolidated current and capital accounts are not published on a quarterly 
basis but from the information given in the quarterly tables it is possible to 
construct most of the consolidated estimates. The annual estimates in the 1967 
Blue Book are presented in eight tables which are described below. For public 
authorities there is a combined current and capital account; an analysis of 
current expenditure on goods and services; an analysis of housing subsidies; 
an allocation of taxes on expenditure and subsidies by type o f expenditure; and 
an analysis of taxes on income, national insurance contributions and taxes on 
capital by sector, type of income and property. The public sector section o f the 
1967 Blue Book includes a current and capital account and a functional analysis 
of public expenditure. The corresponding Treasury analysis o f public expendi
ture for financial years is given at the end o f the notes to the Blue Book.

In addition, the financial accounts section of the Blue Book gives an analysis 
of the transactions in financial assets of the public sector and an analysis o f the 
sectors acquiring these assets. The transactions in financial assets o f the public 
sector are also published on a quarterly basis in Financial Statistics. The financial 
accounts are described in Chapter XIV.

Current and capital accounts for the public sector, on the same basis as those 
in the Blue Book, are also given in the Financial Statement presented to Parlia
ment on the day o f the Budget. These tables relate to the financial year just 
ended and the coming financial year.

PUBLIC a u t h o r i t i e s : combi ned  c u r r e n t  a n d  c a p i t a l  a c c o u n t

The account presented in the 1967 Blue Book is shown on the next page. 
The table consolidates and summarises the current and capital accounts of the 
central government and local authorities (Tables 41, 42, 45 and 46 of the 1967 
Blue Book). The following transactions between central government and local
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3 2 2 Public authorities and public sector

Public autliorities' combined current and capitaraccount,'1966

£ million

Receipts

Current account 
Taxes on income:

Central government................
Taxes on expenditure:

Central government.................
Local authorities'! • .................

National insurance and health 
contributions:

Central government.................
Gross trading surplus:

Central government.................
Local authorities .....................

Rent:
Central government................
Local authorities .....................

Interest and dividends, etc.:
Central government.................
Local authorities .....................

4,449

4,243
1,353

1,797

Total

Capital account 
Taxes on capital:

Central government................
Changes in financial assets and

liabilities'^*:
Central government................
Local authorities .....................

13,209

317

Total

Combined current and capital 
account

Total receipts ...............................

1,282

14,491

Expenditure

Current account 
Goods and services: 

Central government 
Local authorities . .

Subsidies and grants: 
Central government 
Local authorities . .

4,111
2,280

3,423
290

Debt interest:
Central government 
Local authorities . .

Total

1,041
429

11,574

Capital account 
Goods and services'3’: 

Central government 
Local authorities . .  

Grants:
Central government 
Local authorities . .  

Financial assets'^’: 
Central government 
Local authorities . .

Total

Combined current and capital 
account

Total expenditure......................

366
1,330

2,917

14,491
'! ’Rates. Source: 1967 Blue Book, Table 47
'2’Other than those shown on the expenditure side o f the capital account.
'3’Comprises gross domestic fixed capital formation and increase in value o f stocks. 
‘̂ ’Comprises net lending to the private sector and public corporations, loans to overseas 

governments, drawings from United Kingdom subscriptions to international lending 
bodies, other net lending abroad and cash expenditure on company securities (net).

authorities have been eliminated in this table:
(a) debt interest on loans by the central government to local authorities;
(b) central government and capital grants to local authorities;
(c) net landing by the central government to local authorities.

The figures for certain years also exclude the notional transactions of the 
central government connected with writing-off debt of public corporations. But 
the process of consolidation has not been carried to its furthest extent (see 
page 320). Transactions which enter into gross national expenditure at market 
prices have not been eliminated, and some transactions have not been eliminated 
for lack of information.
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PUBLIC a u t h o r i t i e s :
ANALYSIS OF CURRENT EXPENDITURE ON GOODS AND SERVICES

The table presented in the 1967 Blue Book on the next page. It provides an 
analysis by service of current expenditure on goods and services between 
wages, salaries, etc., selective employment tax, imputed rents and all other 
payments (net).

and
Central
^ a u th o r i t ie s . . . . . . . . . .  ̂ -̂̂ 13
,  . . . . . . . . . . . . . .  290

ioierest:
p̂ t̂ govenunent... ^

âuthorities . . . . . . . . . . .  429

otal
1U74

apiia! account 
oods and s lic e s '- ': 
Central govemjDent 
Local authorities.. 

iraots:
Central government 
Local authorities .. 

inancial assets’*’: 
Central government 
Local mithorities ..

366
U 30

1,027

Wages, salaries, etc.
These figures include employers’ national insurance and health contributions 
and employers’ contributions to pension funds or actual pension payments (see 
pages 270, 311 and 312) and are thus equal to income from employment. In 
conformity with the definition of central government employed in the national 
accounts, the figures for the central government include wages and salaries 
paid by the Atomic Energy Authority, Regional Hospital Boards and Boards 
of Governors of Teaching Hospitals, etc. Hospital consultants’ fees are included, 
but not the remuneration of general practitioners and dentists in the national 
health service who are regarded as being self-employed; this corresponds with 
the Inland Revenue distinction between Schedules E and D (see Appendix III). 
The figure for military defence includes Forces’ pay in cash and kind and the 
related employers’ contributions (£609 million in 1966).

The estimates o f  wages and salaries given in the table relate to  wages and 
salaries forming part o f current expenditure on goods and services. Estimates of 
total wages and salaries and employers* contributions paid by public authorities, 
including payments to those employed in trading services, those directly 
employed on capital works, and other wages and salaries not treated as current 
expenditure on goods and services, are given in a footnote to the Blue Book 
table and are shown for 1966 below.

7

otai
Total wages, salaries, etc. paid by public authorities, 1966

£ million

'ombinid current m 
account

otal expenditure. • • •
Source:

Total shown in Table 48 o f the 1967 Blue Book
14,491

Jtioii and increase
and public (jading

Wages, salaries, etc. in trading services:
Central government .........................
Local authorities.................................

and ‘̂ r/̂ ernational ie Wages, salaries, etc. charged to capital account:
Central government............................................
Local authorities..................................................

Other wages and salaries, etc.

'*■ , 0  local autlorifc; Total income from employment

3,544

53

3,982

Wages and salaries charged to the central government capital account include 
 ̂JJ5 pui payments by the Regional Hospital Boards from 1963; for earlier years these

ide tent payments were not separately identified and are included with current expenditure
g,off jjjjrket on goods and services. The item ‘Other wages and salaries, etc.’ consists of

. expenditure on wages and salaries which forms part of grants, in particular 
expenditure on the provision of school meals and some overseas aid; the expen-
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324 Public authorities and public sector

Analysis of public authorities' current expenditure on goods and services, 1966

£ million

Wages,
salaries,

etc.

Selective 
employ

ment tax
Imputed

rents

Other
payments

(net)

Defence:
Military defence........................................ 946 7 5 1.204
Civil defence.............................................. 10 — 11

External relations.......................................... 37 1 — 59

Roads and public lighting ........................... 139 2 89

Transport and communication ................... 8 4
Employment services.................................... 31 — 6
Other industry and trade ............................. 17 44

Research ....................................................... 47 1 14 29

Agriculture, fishing and fo o d ....................... 33 — 3 11

Housing and environmental services:
1

Sewerage and refuse disposal................... 69 2 54 27
Public health services .............................. 23 1 2 8
Parks, pleasure grounds, etc...................... 47 1 8 4
Other<i> ..................................................... 113 2 31 -1 8

Libraries, museums and arts ....................... 29 1 2 22

Police............................................................. 162 2 7 40
Prisons........................................................... 18 1 11
Parliament and law courts............................ 29 — 1 14

Fire service..................................................... 39 1 4 8

Social services:
Education‘2*............................................... 808 11 71 273
National health service............................ 642 12 26 605
Local welfare services................................ 31 1

1
7 10

Child care................................................... 17 1 1 23
Social security benefits ............................ 58 1 59

Finance and tax collection .......................... 111 1 47
Records, registrations and surveys ............. 16 — 3

Other services............................................... 64 — 35 -6 6

Total current expenditure on goods and
services................................................... 3,544 49 271 2,527

o f which
Central government...................................... 1,960 23 75 2,053
Local authorities ......................................... 1,584 26 196 474

'^’Including housing, land drainage and coast protection, and miscellaneous local govern' 
ment services.(̂ ’Including the administrative costs of school meals, milk and welfare foods.
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diture is attributed to other sectors in the national accounts and regarded 
as being financed by the grants to them. The amounts included for the Post 
Office up to 1961 include wages, etc., charged to capital account but exclude the 
remuneration of sub-postmasters who are regarded as being self-employed.

The estimate of income from employment given above is that shown in the 
analysis of gross national product by sector and type of income (Table 13 o f the 
1967 Blue Book). However, it is considerably larger than the estimate which can 
be derived from the analysis o f the gross domestic product by industry (Table 17 
of the 1967 Blue Book) under the headings ‘Public administration and defence’, 
‘Public health services’ and ‘Local authority educational services’. The difference 
is due mainly to (a) public authorities’ trading undertakings which are classified 
to other headings in Table 17, (b) some central government non-trading estab
lishments which are classified to other headings in Table 17, principally the 
Atomic Energy Authority, the Stationery Office, Navy Department ship
building, engineering and explosives establishments, R.E.M.E. establishments. 
Air Force maintenance units, government research establishments, and (c) local 
authorities’ building and contracting establishments which are classified to 
construction in Table 17.

The classification by service is described in detail in Section 3 o f this chapter. 
Attention is drawn to one point in the classification by service of central govern
ment expenditure on wages and salaries. Wages and salaries paid by a govern
ment non-trading department A (for example. Ministry o f Labour) in providing 
services for another department B (for example. Ministry of Social Security) 
have been classified according to the category o f public service provided by A 
(that is against ‘Employment services’ and not against ‘Social security benefits’). 
The payments made by B to A for these services, whether actual or imputed as 
allied services (see page 331), then appear in the column headed ‘Other payments 
(net)’—positively against the service provided by B and negatively against the 
service provided by A. The most important examples are wages and salaries paid 
by the Ministry of Public Building and Works and the Stationery Office, which 
appear against the heading ‘Other services’ in the table and not against the 
public services receiving office accommodation, stationery, etc., from these two 
departments. This explains why the figures in the columns headed ‘Other 
payments (net)’ shown against certain services are negative.

From 1963/64, the figures of central government wages and salaries have 
been provided by departments. For earlier years they were compiled mainly 
from an analysis of the published Estimates^ Appropriation Accounts, Trading 
Accounts and Balance Sheets, summary accounts of Regional Hospital Boards, 
and so on. It follows that the statistics of central government wages and salaries 
before 1963/64 exclude wages and salaries not identified as such in these publica
tions, for example any wages included under the heading of maintenance.

The figures for local authority wages and salaries are derived from the wage 
and salary table in Local Government Financial Statistics for England and 
Wales, an approximate addition being made to cover Scotland and Northern 
Ireland. The results of the quarterly inquiry on wages and salaries, referred to on 
page 318, have also been used.

Selective employment tax
This is the tax payable from 5 September 1966 in respect of the civilian employees 
of public authorities; the estimates are on the same basis as those for wages.
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salaries, etc. It should be noted that since the figures for 1966 cover less than 
four months of the year they are not typical. Figures for central government 
employees are provided by departments. Figures for local authority employees 
have been estimated on the basis of repayments made by the Ministry of Housing 
and Local Government, the Scottish Development Department, the Welsh 
Office and the Ministry of Development, Northern Ireland.

Imputed rents
The basis of these imputed payments is explained on pages 267 and 310. Imputed 
rents in respect of government-owned office accommodation are included under 
the heading ‘Other services’. The imputed payments for this accommodation also 
■appear in the column ‘Other payments (net)’—positively against the services 
using the accommodation and negatively against the heading ‘Other services’. 
This treatment corresponds with that for certain wages and salaries, described 
above.

PUBLIC a u t h o r i t i e s : h o u s i n g  s u b s i d i e s

Expenditure on housing subsidies by public authorities is presented in the 1967 ; 
Blue Book as in the table below. These subsidies are described on pages 272 and ' 
312.

Housing subsidies, 1966
£ million

Central government

Permanent housing:
Subsidies to local authorities . . ,  
Subsidies to public corporations

Temporary housing;
Annuities........................................
iess Receipts from local authorities

Emergency housing: net payments to local authorities

Net subsidies

Local authorities

Emergency housing;
Expenses less Rents, etc.......................
less Receipts from central government

- 1

1

108

Other housing:
Loan charges ................................................................
Payments to central government for temporary houses
Other expenses..............................................................
less Rents, etc.................................................................
less Subsidies from central government........................

Net subsidies

Combined public authorities

82

190
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Central government subsidies to local authorities include amounts paid, by 
way of local authorities acting as agents, to private housing associations, etc. 
This expenditure is included in the local authorities’ section o f the table under 
‘Other expenses’. Temporary housing annuities, which ceased from April 1962, 
were repayments o f principal and interest from housing Votes to the Consoli
dated Fund in respect o f advances for the construction o f temporary houses. 
These annuities are treated as rent income of the central government (see page 
268) and the excess of this amount over the corresponding receipts from local 
authorities is regarded as a subsidy. From 6 June 1955 local authorities, which 
had until then acted as agents o f the central government in the management of 
emergency housing, took over full responsibility for requisitioned premises. 
All emergency housing transactions have therefore been shown in the local 
authority section o f the table. However, except for the years 1957 and 1958 
central government reimbursements have been approximately equal to the net 
cost incurred by local authorities in providing emergency housing.

TAXES O N  E X P E N D I T U R E  A N D  S U B S I D I E S :  
A L L O C A T I O N  BY T Y P E  OF E X P E N D I T U R E

For estimating each form of final expenditure at factor cost, the total taxes 
on expenditure and subsidies must be split between the different forms of final 
expenditure. Certain taxes and subsidies can fairly clearly be allocated to specific 
forms of final expenditure; examples are Customs and Excise duties on drink 
and tobacco, betting tax, some purchase tax and the greater part o f the food 
subsidies. Difficulty arises however in the allocation o f taxes (and o f certain 
subsidies) falling, not directly on some specific form of final expenditure, but 
wholly or partly on intermediate products. Thus tax on motor fuel, in so far as it 
falls on fuel used by business vehicles is a tax on an intermediate product, and 
in so far as it falls on fuel used by private motorists is a tax on consumers’ 
expenditure. Local rates on business properties are another example o f a tax 
which is spread over a wide variety o f final expenditure.

In making the estimates for this table (Table 50 of the 1967 Blue Book) each 
tax and subsidy is examined and where possible allocated to a specific category of 
final expenditure. Details of those allocated to consumers’ expenditure are given 
on page 117. Payments o f selective employment tax in 1966 were allocated to the 
categories of final expenditure largely on the basis of input-output statistics for 
1963. The remaining amounts of taxes and subsidies are then distributed pro
portionately between the categories o f final expenditure according to their value 
after the deduction of readily identifiable components which contain no unal
located indirect taxes. The components of final expenditure which are deducted 
are consumers* expenditure on rent, rates and water charges, domestic service, 
wages, salaries, etc. paid by private non-profit-making bodies and expenditure 
abroad; and public authorities* expenditure on wages, salaries, etc. and the 
associated selective employment tax, and imputed rents. This method of allo
cating the remaining taxes and subsidies to the category o f final expenditure on 
which they ultimately fall is inevitably arbitary and not much significance can 
be attached to the precise results. Generally between one quarter and one third 
of the total taxes less subsidies is allocated in this way.
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328 Public authorities and public sector

TAXES ON I N C O M E ,  N A T I O N A L  I N S U R A N C E  C O N T R I B U T I O N S  AND TAXES 
ON C A P I T A L :  A L L O C A T I O N  BY TYPE OF I NC OME ,  P R O P E R T Y  AND SECTOR

This table (Table 5l of the 1967 Blue Book) brings together the different forms 
of direct taxes on income and capital, and analyses them according to the type of 
income or property on which they fall. The figures refer to payments in the year, 
and not to the provision for tax arising from the income earned during the year! 
nor to the tax legally payable to the government during the year.

The allocation of taxes on income by type of income presents some difficulty 
because the taxpayer is assessed on his total income, irrespective of its source. 
Hence if an individual receives both a wage or salary and an investment income 
the questions arise (a) whether the tax-free allowances should be set against his 
salary or his investment income, (b) whether, if he is liable to surtax on the top 
slice of his total income, the surtax should be regarded as falling on his salary or 
his investment income. These questions can be answered only arbitrarily, and the 
theoretical basis generally adopted is that the tax on a mixed income should be 
allocated pro rata to its various constituents. However, after the introduction of 
the special earned income allowance for surtax in the Finance Act, 1961, this 
procedure is not appropriate and from 1963 no allocation of surtax between 
employment and other incomes has been made. An exception to the general 
procedure of allocating tax proportionately to the various types of income is 
made in the case of certain transfer incomes which are regarded as marginal 
incomes bearing the rate of tax chargeable on the topmost slice of income. Such 
transfer incomes include family allowances and certain small pensions, but 
exclude dividends and interest.

Full data for this calculation are not available. The method of charging income 
tax under Schedules enables a rough allocation of gross income tax collected 
between types of income. The various income tax Schedules are described in 
Appendix III. It is believed that the income tax appropriate to civil employment 
income and pay of the Forces follows very closely that actually paid under 
Schedule E by civilians and the Forces respectively, for whom separate accounts 
are kept. The income tax appropriate to rent up to 1963 is taken as amounts paid 
under Schedule A together with an estimate for taxes on excess rents charged 
under Schedule D; from 1964 the amount is estimated from the income tax 
collected under Case VI and Case VIII of Schedule D. Estimates can be made 
for taxes on the transfer incomes previously mentioned. There is no good basis, 
however, for imputing a division of Schedule C and Schedule D tax between 
profit incomes and interest and dividends and the table therefore gives combined 
figures for income from dividends and interest and trading incomes. A particular 
difficulty with these estimates arises because repayments of tax are not analysed 
by the Schedule to which they refer; for example it is not known how much of 
the tax which is deducted at source from dividends and interest is repaid to re
cipients not liable at the standard rate on all the income. The apportionment ©f 
surtax is more difficult; up to 1962 it is based on information from the Inland 
Revenue surveys of the distribution of incomes.

The estimates of tax payments by the various sectors of the economy are also 
shown in this table; the estimates are described in the various sector chapters.
In allocating taxes on income by sectors the broad position from 1966 is that 
income tax and surtax are borne by persons and corporation tax by companies
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and public corporations. For earlier years income tax collected under the 
various Schedules had to be apportioned between the sectors; profits tax was 
borne by companies and public corporations. Tax deducted at source from 
payments of dividends and interest is regarded as falling on the recipients o f  
the dividends and interest. The method o f collecting income tax by deduction 
at source leads to differences in any given period between the tax suffered by 
deduction and tax receipts. In so far as any sector deducts at source more than 
it hands over to the Inland Revenue during a period, this is treated as a negative 
tax payment by that sector; the sum of tax payments by all sectors thus equals 
the total receipts by the Inland Revenue. These differences are difficult to esti
mate and there are also difficulties in apportioning repayments of income tax 
between sectors. For both these reasons, despite the introduction o f corporation 
tax, there are still difficulties in estimating the tax payments by the various- 
sectors.

The table also provides a breakdown o f taxes on capital, showing the types 
of property on which death duties are paid. These estimates are provided by the 
Inland Revenue. Up to 1966 taxes on capital other than death duties comprise 
the special contribution and taxes on capital gains. The special contribution 
was a once for tax levied in 1948/49 and assessed on the basis of investment 
income. The estimated tax collected on short-term capital gains,'levied from 
1962/63 under income tax Schedule D is included together with amounts 
collected under the capital gains tax introduced in 1965/66 and any amounts on 
capital gains collected under corporation tax. From 1967 the betterment levy on 
the development value of land is included. The special charge levied on invest
ment income in 1968/69 is also regarded as a tax on capital.

P U B L I C  s e c t o r : c u r r e n t  a n d  c a p i t a l  a c c o u n t s

The accounts for the public sector as a whole presented in the 1967 Blue Book are 
shown on the next page. The table summarises the transactions of central' 
government, local authorities and public corporations. In addition to the con
solidation carried out for public authorities in the table described above (see 
pages 321 and 322), the following transactions between central government and 
public corporations (for which accounts are given in Tables 37 and 38 o f the 
1967 Blue Book) have been eliminated:

(a) taxes on income paid by public corporations;
(b) debt interest on loans by the central government to public corporations;
(c) central government capital grants to public corporations;
(d) net lending by the central government to public corporations.

Payments of subsidies by the central government to public corporations are not 
eliminated (see page 321).

Additional detail on the item ‘Net borrowing, changes in debtors, creditors and 
cash balances’ for the central government is available in the capital account o f  
the central government (Table 42 of the 1967 Blue Book) which is described in 
Chapter IX. Total public expenditure is further analysed by functional and econ
omic categories in Table 53 of the 1967 Blue Book, described in the following, 
section of this chapter.
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Public sector current and capital accounts, 1966

Receipts

Current account
Taxes on income ...........................
Taxes on expenditure:

Central government...................
Local authorities ( } ) ...................

National insurance and health con
tributions ....................................

Gross trading surplus:
Central government and local

authorities .............................
Public corporations .................

Rent ..............................................
Interest and dividends, etc.:

Central government...................
Local authorities .......................
Public corporations...................

4,418

4,243
1,353

1,797

98
1,038

745

Total .............................................. I  13,944

Capital account
Current surplus (2 ).........................
Taxes on capital............................
Capital transfers from private sector 
Receipts from certain pension

‘funds’ (net) ..............................
Loan repayments by overseas

govermnents................................
Net borrowing, change in debtors,

creditors and cash balances:........
Central government:

Net balance............................
Other financial receipts (net).. 

Local authorities:
Identified borrowing (net)___
Miscellaneous financial receipts
(net).........................................

Public corporations...................

T o ta l...............................................

64

30

408

3,572

Combined current and capital account 
Receipts on current account.........  I 13,944

Receipts on capital account 1,307

£ million

Expenditure

Current account
Current expenditure on goods and

services ..................................
Subsidies.......................................
Current grants to personal sector 
Current grants abroad ...............

Total current expenditure exclud
ing debt interest.......................

Debt interest:
Central government.................
Local authorities .....................
Public corporations.................

Total current expenditure...........
Current surplus (2 )......................

Total ...........................................
Capital account
Gross domestic fixed capital for

mation:
Central government.................
Local authorities .....................
Public corporations.................

Total .......................................
Increase in value of stocks:

Central government.................
Public corporations.................

Capital grants to private sector...
Net lending to private sector........
Loans to overseas governments. . .  
Drawings from U.K. subscriptions 

to international lending bodies. 
Other net lending and investment

abroad.......................................
Cash expenditure on company 

securities, etc. (net)..................

Total capital expenditure.............

Combined current and capital ' 
account

Current expenditure excluding
debt interest ............................

Capital expenditure....................

Total

Total public expenditure excluding
debt interest ............................

Debt interest...............................

15,251 I Total public expenditure.............

6,391
558

2,973
182

10,104

1,041
429
105

11,679
2,265

13,944

341
1,330
1,447

3,118

10

55

3,572

10,104
3,572

13,676
1,575

15,251

Source: 1967 Blue Book, Table 52
‘t ’Rates.
‘2'Before providing for depreciation, stock appreciation and additions to reserves.
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3. A N A L Y S I S  OF P U B L I C  E X P E N D I T U R E
The total of public expenditure analysed in Table 53 of the 1967 Blue Book is 
the sum of the expenditure on current and capital account of the public sector, 
which is shown on the expenditure side of the account described above. Total 
public expenditure comprises the current and capital expenditure o f central 
government and local authorities and the capital expenditure of the nationalised 
fndustries and other public corporations. All operating expenditure by trading 
bodies is excluded; but where trading receipts are less than operating expenditure 
and the deficit is covered by a subsidy, the amount of the subsidy is included in 
total public expenditure. Expenditure on lending and the acquisition o f financial 
assets by the public sector are included. Debt interest, although part o f total 
public expenditure, was not included in the analysis in the 1967 Blue Book. 
Expenditure on debt interest cannot be satisfactorily allocated between the 
various services and has been omitted from the Treasury surveys o f future 
expenditure because the forecasting o f it is dependent on assumptions about 
future levels of expenditure, taxation and interest rates.

The Blue Book table provides a two-fold analysis o f total public expenditure 
by function and economic category. The analysis into twelve economic cate
gories is the same as that shown in the table on page 330. Thirty functional or 
service categories are distinguished in the analysis; they are each described 
below. Not every item o f expenditure falls unambiguously into one or other o f  
the functional categories and the functional classification of expenditure is to a 
certain extent arbitrary. For example, expenditure by the Agricultural Research 
Council might be included under ‘Agriculture, fisheries and food’ rather than 
under ‘Research*.

Central government departmental expenditure is divided into Votes, each 
Vote bringing together the expenditure connected with a particular object or 
purpose. In classifying central government expenditure by functional category 
it is found that in most cases the whole o f a Vote can be allocated to one service. 
Where this is not so, the allocation of the expenditure on a single Vote to two or 
more services is carried out on the basis of the separate sub-heads o f expenditure 
in the Vote. Some sub-heads, for example those covering wages and salaries 
and other administrative costs, have to be dealt with in an arbitrary way, either 
by allocating them to the major service provided by the Vote or splitting them 
in fairly arbitrary proportions. As an example, expenditure by the Ministry of 
Transport is divided between (a) civil defence (provision of equipment at docks, 
etc.), (b) roads and public lighting, (c) transport and communication, and 
(d) finance and tax collection (the cost o f collection of motor vehicle licence 
duties). The main bulk of expenditure on these services can be segregated because 
it is shown in separate Votes or separate sub-heads, but the general adminis
trative costs of the Ministry of Transport cannot readily be allocated by type 
of service since they fall on a single sub-head and they have to be divided between 
the four services in fairly arbitrary proportions.

In the case of current goods and services provided free, that is without cash 
reimbursement, by one department for another the cost has been debited to the 
service receiving these free facilities. In consequence, almost the whole o f the 
current cost of providing certain common services is allocated to the various 
public services making use of them. These common services are principally 
office and other accommodation costs borne by the Ministry of Public Building 
and Works, the stationery and printing costs of the Stationery Office, the
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332 Public authorities and public sector

expenses of the Central Office of Information, rates on government property 
which are charged to a single Vote, and the cost of civil service superannuation 
which for a large section of the service is charged to a single Vote. The allocation 
is based on the statements of the cost of allied services given at the end of the 
estimate for each supply Vote. There are no corresponding statements in the 
Appropriation Accounts showing the actual costs of providing allied services. 
Consequently the analysis of allied services derived from the published Estimates 
has to be used with an approximate adjustment where the actual expenditure on 
common service Votes differs from the expenditure on those Votes shown in the 
Estimates.

In the classification of central goverment expenditure the composition of the 
items is as far as possible consistent in all years despite changes in responsibility 
when departments have been reorganised. References to particular departments 
should be taken to include where relevant the departments providing similar 
services in years before 1966.

For local authorities, the analysis of expenditure by type of service has been 
obtained by grouping as appropriate the various services separately specified in 
Local Government Financial Statistics; details of the grouping are given in the 
following paragraphs of this chapter. References to Local Government Financial 
Statistics should be taken to include also Local Financial Returns {Scotland) and 
the Northern Ireland Local Authority Financial Returns. Some additional infor
mation has also been used to provide a finer breakdown.

For public corporations, the four industry groups described on page 245 are 
each allocated to one service. The expenditure of ‘Other corporations’ is allo
cated to various services as appropriate.

The description of individual items in the analysis of public expenditure which 
follows refers only to the principal elements within each category. References 
to public services in Great Britain should be taken to include where applicable 
the corresponding services in Northern Ireland. The descriptions given in general 
cover the whole of the period 1953 to 1966, the period for which analyses on 
the basis described below have been published. As far as possible the classifi
cation adopted is consistent for all years.

The analysis by service of public sector gross domestic fixed capital formation 
given in this table is similar to the detailed analysis by industry for all sectors 
combined given in the section of the Blue Book on capital formation (Table 60 
of the 1967 Blue Book). The main differences in classification are as follows:

(a) So far as possible the industry analysis follows the Standard Industrial 
Classification^ 1958, which differs from a classification by service. For example, 
expenditure by all establishments falling within the definition o f ‘Manufactur
ing’ is included under ‘Manufacturing’ in Table 60 whatever service is involved. 
Examples are Royal Ordnance Factories, which are classified in Table 53 to 
‘Military defence’, and railway workshops which are classified in Table 53 to 
‘Transport and communication’.
(b) In the industry analysis all expenditure on new housing, except the cost of 
land, is included under ‘Dwellings’, but in Table 53 expenditure on housing 
provided for specific public services, for example married quarters for the 
Forces and houses for police, is included under the service concerned.
(c) The figures for each industry in Table 60 exclude purchases less sales of 
land and existing buildings, but these are included under the appropriate 
service in Table 53.
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Certain other small dififerences of classification are referred to below in discussion 
of individual items.

MILITARY DEFENCE

The term military defence used in the national income accounts corresponds, 
so far as practicable, with the internationally agreed definition used by the North 
Atlantic Treaty Organisation. This definition is wider than that used in the 
Defence Budget. In order to show its relationship to the Defence Budget, 
presented in the annual White Paper Statement on the Defence Estimates, it is
convenient to describe it in terms o f the foUowing groups.

(a) Defence Budget. The Defence Budget, as presented for 1966/67, consists 
of expenditure by the Ministry of Defence and expenditure on military account 
by the Ministry of Technology, the Ministry of Public Building and Works, and 
the Atomic Energy Authority. It is treated as a whole for purposes o f financial 
control. The scope of the Defence Budget has changed somewhat over the years; 
for example part of the expenditure of the Atomic Energy Authority is now 
included, while expenditure on the superannuation o f civil employees o f the 
service departments is no longer included. However, the scope o f military 
defence expenditure is the same in all years and the content o f the other items of 
military defence listed below incorporates compensating adjustments where
necessary for earlier years.

(b) Purchasing services. Payments by the Army Department and Ministry of 
Technology for defence equipment through the Purchasing (Repayment) 
Services Votes and the Purchase of United States Aircraft Vote in excess of the 
amounts recouped from the service departments (included in the Defence
Budget) and from other customers.

(c) Other military defence expenditure. For 1966/67 this comprises:
(i) mihtary aid to overseas countries, including the cost o f internal security in
certain overseas territories;
(ii) common services, including civilian superannuation, rendered without 
charge to the Ministry of Defence and the Ministry o f Technology;
(iii) part of the imputed rent o f the Atomic Energy Authority.

Expenditure by the Air Department on meteorological services, which is 
included in the Defence Budget, is excluded from expenditure on military 
defence and is deducted. In earlier years other items, not then included in the 
Defence Budget, are included here.

The figures of military defence expenditure up to 1958 include purchases of 
equipment financed by Defence Aid from the United States; the receipts of 
Defence Aid were deducted in the Defence Budget but in the national income 
accounts appear separately as an item on the receipts side of the central govern
ment current account (see page 270). However, military defence expenditure 
excludes local supplies provided without charge by overseas governments.

All public expenditure on military defence is expenditure by the central 
government.

Current expenditure on goods and services
Expenditure on military services overseas is recorded partly on a net basis, that 
is, it excludes the cost of local supplies and services provided for United Kingdom 
Forces without charge. In the years 1955/56 to 1960/61 when contributions in 
cash were made by the German Federal Republic towards meeting the costs of
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the United Kingdom forces stationed in Germany, these were treated as a 
deduction from expenditure.

Where the transfer without charge of buildings and other fixed assets to over
seas countries on independence does not form part of economic or military aid 
and is therefore not included in current grants abroad, no deduction has been 
made from current expenditure on goods and services.

The item comprises:
(a) Expenditure, both at home and abroad, by the Ministry of Defence, apart 
from the meteorological service of the Air Department (see page 354) It 
includes expenditure on new equipment of all descriptions, none of which is 
classified as fixed capital formation. It also includes expenditure on North 
Atlantic Treaty Organisation infrastructure projects, such as airfields and 
communications. Purchases from Royal Ordnance Factories are valued at 
cost, including provision for depreciation and interest.
(b) Expenditure, both at home and abroad, by the Ministry of Public Building 
and Works on buildings and works for defence purposes, such as barracks and 
airfields. Expenditure on the construction of married quarters at home is 
excluded and classified as fixed capital formation.
(c) Expenditure by the Ministry of Technology on research and development, 
inspection, storage, hostels, etc., for defence purposes, including costs of ad
ministration of these services.
(d) Payments by the Ministry o f Technology and Army Department for 
defence equipment in excess of the amounts recouped from the service depart
ments, and from other customers purchasing equipment through the Purchas
ing (Repayment) Services Votes. The effect of adding this item to the service 
departments' expenditure (item (a) above) is to include in defence expenditure, 
not the service departments’ payments to the Purchasing (Repayment) 
Services Votes but the payments to defence contractors by the Ministry of 
Technology and Army Department.
(e) Part of the expenditure of the Atomic Energy Authority; the rest of the 
Authority’s expenditure is classified to ‘Research’ and ‘Other services’.
(f) Expenditure by the Ministry of Labour on the call-up of National Service 
men, which ceased after 1960/61.
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Factories.
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defence programme. It includes machine tools intended for use in Royal 
Ordnance Factories and in capital assistance schemes, including those 
imported from the United States up to 1953 under the Mutual Defence
Assistance (M.D.A.) scheme.

Sales o f land and existing buildings by the service departments and Ministry 
of Technology in the United Kingdom are deducted in arriving at the figures. *

Increase in value o f stocks
The estimated change in the value o f stocks and work in progress at Royal 
Ordnance Factories.

Current grants to personal sector
From 1950 to 1962 this item consists of National Service grants. The National 
Service grants were payments made to service personnel to relieve financial 
difficulty in cases where service emoluments were insufficient to meet the men’s 
obligations to their families, etc.

Current grants abroad
This item consists of cash grants to overseas governments for military purposes, 
the cost of goods and services of a military nature provided to overseas countries 
without charge, and subscriptions to international military agencies such as the 
North Atlantic Treaty Organisation.

Capital grants to private sector
Compensation paid by the service departments for losses and damage arising 
from traffic accidents, training, etc.; and royalties and awards to inventors paid 
by the Ministry o f Technology. Figures prior to 1957 include gratuities for 
service in Korea.

CIVIL DEFENCE

The central government component of this service comprises:
(a) The civil defence services of the Home Office and the Scottish Home and 
Health Department, and civil defence expenditure incurred by the following 
departments in connection with the public services indicated.

Ministry of Housing and Local Government, Scottish Development 
Department, Welsh Office: water and sewerage, care of the homeless 
Health departments: health services 
Ministry of Transport: railways, ports, etc.
Ministry of Power: storage and distribution of petroleum 
Ministry of Agriculture, Fisheries and Food: food distribution 
Ministry of Public Building and Works: buildings and equipment

(b) Expenditure in connection with the procurement and maintenance of 
strategic reserves of food and raw materials; these costs are borne mostly on 
the Votes of the Board of Trade and the Ministry o f Agriculture, Fisheries 
and Food.
The local authority component of civil defence consists of the service identi

fied in Local Government Financial Statistics as civil defence. Most of the local 
authority expenditure is current expenditure on goods and services. Capital
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expenditure on civil defence by public corporations (Post Office; British Broad
casting Corporation; railway, gas and electricity undertakings) is excluded- it is 
included with other expenditure by the corporations under the service with 
which they are concerned.

services

Current expenditure on goods and services
Central government The cost of administration and training of, and the cost 

of stores for, the civil defence services described at (a) above; the handling and 
storage costs of the strategic reserves described at (b).

Local authorities. The running costs of civil defence establishments.

Cross domestic fixed capital formation
Central government. Expenditure on buildings, vehicles, vessels and electronic 

equipment for the home departments’ civil defence services; reserve equipment, 
etc. for the water and sewerage services and ports; provision of emergency 
accommodation at hospitals; provision of petroleum storage and distribution 
installations; and provision of emergency food distribution facilities. Capital 
expenditure at ports for civil defence purposes is included here but in the 
industry analysis of fixed capital formation it is included under the heading 
‘Harbours, docks and canals’.

Local authorities. Expenditure on buildings and vehicles for civil defence 
establishments and capital expenditure on civil defence measures in connection 
with water and sewerage.
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Some capital grants to the private sector were attributed in error to this 
service in the 1967 and previous Blue Books; up to 1966 no capital grants were 
made to the private sector in this connection.

EXTERNAL RELATIONS

The main element comprises the group of services, both at home and abroad, 
administered by the Foreign Office, the Commonwealth Office and the Ministry 
o f Overseas Development. Certain expenditure by these departments on the 
maintenance of internal security, however, is classified under ‘Military defence’ 
(see page 333). There is no local authority element, but the item ‘Other net 
lending and investment abroad’ includes certain expenditure by public cor
porations (see below).
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Current expenditure on goods and services
In addition to the expenditure of the departments mentioned above, current 
expenditure by the Secret Service, the British Council, the Commonwealth War 
Graves Commission, the former Trade Commissioner establishments of the 
Board of Trade and expenditure by the Ministry of Public Building and Works 
on public buildings overseas are included. Payments to the British Broadcasting 
Corporation for its external services, regarded as trading receipts of the Cor
poration, are also included under this heading.
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Gross domestic fixed capital formation
Fixed capital formation by the British Broadcasting Corporation in connection 
with its external services.
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Current grants abroad
The principal components o f this heading are:

(a) multilateral economic aid through the agency o f the United Nations and
other international organisations;
(b) subscriptions to certain international organisations;
(c) bilateral economic aid to the developing countries comprising cash grants 
and technical assistance in the form of goods and services, including education 
and training and the provision o f facilities in Britain;
(d) other cash grants to overseas countries.

Military aid is not included under this heading but is shown under ‘Military
defence’.

Loans to overseas governments
This comprises the whole of the item o f central government capital expenditure 
described on page 285.

i i n p  and vehicles for chil defence 
Civil defence measures in connection

food and raw materials by the central

Drawings from United Kingdom subscriptions to international lending bodies
This item, which is described on page 285, relates to central government trans
actions with the International Bank for Reconstruction and Development, the 
International Development Association, the International Finance Corporation 
and the Asian Development Bank.
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Other net lending and investment abroad
The main component o f this series is lending by the Commonwealth Develop
ment Corporation for the financing of development projects overseas. Also 
included are capital expenditure overseas by the British Broadcasting Corpor
ation in connection with its external services; loans less repayments by the 
former Commonwealth Relations Office to Bailey (Malta) Ltd., towards the 
capital cost of conversion of the naval dockyard to a commercial ship repairing 
yard; and the purchases less redemptions of United Nation bonds by the Foreign 
Office. The figure for 1966 includes the servicing of Rhodesian debt to the Inter
national Bank for Reconstruction and Development.

More detailed figures o f expenditure on economic aid by the United Kingdom 
government are published in the Annual Abstract o f Statistics for financial years 
and in Financial Statistics for quarters.
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The central government component o f this heading covers the administrative 
activities of the Ministry of Transport, the Scottish Development Department 
and the Welsh Office in connection with roads in general and the direct respon
sibilities of the ministries for the provision and maintenance o f trunk roads and 
motorways. Local authorities act as agents of the ministries in maintaining 
trunk roads and motorways, but the expenditure is included with that o f the 
central government. The costs of collecting motor vehicle licence duties and o f  
motor vehicle registration are not included; they are allocated to ‘Finance and
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tax collection . The accounts of the Road Fund were consolidated within this 
heading prior to its abolition in April 1956.

The local authority element consists of the services identified in Local Govern
ment Financial Statistics as roads other than trunk roads (including scavenging) 
parking of vehicles and public lighting. Expenditure on private street works 
which IS generaUy reimbursed by the private interests concerned, is included 
under ‘Miscellaneous local government services’.

Current expenditure on goods and services
Central government. Administrative expenditure of the departments mentioned 

above in connection with roads; cost of surveys and research, including expen
diture by the Road Research Laboratory; maintenance, minor improvement and 
lighting of trunk roads.

Local authorities. Cost of maintenance and minor improvement of roads
other than trunk roads and motorways, parking of vehicles and public lighting.
Separate figures for roads and for public lighting are given in the current account 
of local authorities.

As explained on page 267, no imputed payment is included for the use of 
the fixed assets employed.

Gross domestic fixed capital formation
Central government. Cost of construction and major improvement of trunk 

roads and motorways, including purchases of land.
Local authorities. Cost of construction and major improvement of roads other 

than trunk roads and motorways, including purchases of land; capital expendi
ture on car parks and public lighting.

T R A N S P O R T  AND COMMUNICATION

The central government component covers (a) the activities of the Ministry of 
Transport, other than its functions in relation to roads and civil defence, (b) 
the activities o f the Board of Trade in respect of civil aerodromes and air 
navigation services, including related expenditure on works and buildings by the 
Ministry of Public Building and Works, and (c) the responsibilities of the Board 
of Trade for coastguards and services to shipping. Prior to April 1961 capital 
expenditure by the Post Office was also included in the central government 
component, but from that date it forms part of the capital expenditure by pubh'c 
corporations which is included under this heading.

The local authority component covers trading undertakings operating road 
passenger transport, aerodromes, harbours and docks.

Capital expenditure by the following public corporations is included here: 
British Railways Board, London Transport Board, British Transport Docks 
Board, British Waterways Board and the Transport Holding Company (all of 
which prior to January 1963 formed the British Transport Commission), Ulster 
Transport Authority, National Dock Labour Board, National Ports Council, 
British Overseas Airways Corporation, British European Airways, British 
Airports Authority, Post Office (from April 1961) and Cable and Wireless Ltd.

Current expenditure on goods and services
Central government. The administrative and other expenses of the Ministry of 

Transport, other than the part attributable to the Ministry’s responsibilities for
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roads and civil defence; expenditure by the Board of Trade on services to 
transport and communication. Expenditure by the former Ministry of Aviation 
on air navigation services is included before 1 November 1964; from that date 
they are regarded as a trading activity and the expenditure is excluded. The 
costs of running civil aerodromes are also excluded as they are regarded as
trading expenses.

Gross domestic fixed capital formation
Central government. The two components (a) civil aerodromes, including air 

navigation services, and (b) up to March 1961 the Post Office, are shown separ
ately"" in the capital account of the central government.

Local authorities. Land, buildings, works, vehicles and plant for (a) road 
passenger transport and (b) harbours, docks and aerodromes. Separate figures 
for (a) and (b) are given in the capital account of local authorities.

Public corporations. Fixed capital formation by the corporations listed above.

Increase in value o f stocks
Central government. The change in the value of the stocks of the Post Office 

prior to April 1961.
Public corporations. The change in the value of stocks held by the corporations 

listed above.

Subsidies
Central government. These comprise:
(a) Grants towards the revenue deficits of the British Transport Commission 
from 1960 to 1962, the British Railways Board and British Waterways Board 
from 1963 and the London Transport Board from 1966. The compensation 
paid to the London Transport Board for loss of revenue in 1965 and subsidies 
paid to the Ulster Transport Authority are also included. These subsidies are 
shown separately in the central government current account.
(b) The Board of Trade deficit on the operation of civil aerodromes, including 
aerodrome navigation services, and from November 1964 on all air navigation 
services, being the excess of operating costs including interest and depreciation 
over revenue from landing fees, rents receivable, etc.
(c) From 1965 grants to road passenger transport operators in relief of addi
tional costs arising from increased tax on fuel.
(d) Before 1956 grants towards the operating losses of the airways corpor
ations.

Current grants abroad
Subscriptions to international transport and civil aviation organisations.

ff 4a. a a V VCash expenditure on company securities, etc. (net)
Expenditure by the public corporations listed above. This expenditure has been 
identified only from 1964.

EMPLO YME NT  SERVICES

The central government component comprises the services administered by the 
Ministry of Labour, including services to the disabled, and the transactions of 
the Redundancy Fund. Expenditure on youth employment and sheltered

' s i

'  J  *,1



11

r»  J  >

m

K«
?]

iWI-l(•4l
ftA*>

> v :

': '*•! '»
h»- ■\\

340 Public authorities and public sector

employment services by local authorities is included, although the figures are not 
shown separately m Local Government Financial Statistics. Estimates of these 
Items are made by the Ministry of Labour. Expenditure by the Ministry of 
Labour on (a) the call-up of National Service men, which ceased after 1960/61 
IS included under ‘Military defence’ and (b) subsidies to National Service hostels 
which ceased after 1956/57, is included under ‘Housing’.

I  ..d f  7 h)* '

,„d set'.

Current expenditure on goods and services
Central government. The administrative and other expenses of the Ministry of 

Labour and the Redundancy Fund with the exceptions noted above. The costs 
of vocational training courses and industrial rehabilitation borne on the National 
Insurance and Industrial Injuries Funds are excluded. Grants towards the 
administrative costs of industrial training boards are included.

Local authorities. The running costs of youth employment services and shel
tered employment services for handicapped persons.

addition tue

5 S : i

i t .

Current grants to personal sector
Central government. Travelling and maintenance allowances to transferred 

workers, trainees and persons under rehabilitation; fees for training courses; 
grants to Remploy Ltd. and to voluntary bodies for the training of severely 
disabled persons. Figures from 1966 include rebates paid to employers from the 
Redundancy Fund.
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OTHER IN D U S T R Y  AND TRADE

Broadly, the central government component comprises most of the services 
administered by the Board of Trade other than civil aviation and shipping, the 
Export Credits Guarantee Department, and most of the services administered by 
the Ministry of Power. It also includes expenditure on civil aircraft projects and 
assistance to the shipbuilding industry by the Ministry of Technology. The 
procuring and maintenance of strategic reserves of materials by the Board of 
Trade is excluded; this expenditure is included under ‘Civil defence’. From 1967, 
the payments by the Ministry of Labour of selective employment premiums, 
including regional employment premiums, in excess of the original tax payments 
are included under this heading.

The following trading activities are included under this heading (see Chapter 
IX, Annex 1):

(a) the Exports Credits Guarantee Department;
(b) the provision by the Board of Trade of factories for lease, etc. in develop
ment areas and the provision of factories by the Ministry of Commerce in
Northern Ireland;
(c) trading in raw materials and other commodities by the Board of Trade;
(d) the State Management Districts.
The local authority component of this service relates to the trading under

takings not included under other services. These undertakings appear in Local 
Government Financial Statistics under the descriptions: cemeteries, civic restaur
ants, markets, slaughterhouses, general corporation estates and miscellaneous 
trading. Gas and electricity services in Northern Ireland are also included.
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Capital expenditure by public corporations in the fuel and power, and iron 
and steel industries is included here. These comprise the National Coal Board, 
Electricity Council, Central Electricity Generating Board, Area Electricity 
Boards, North of Scotland Hydro-Electric Board, South of Scotland Electricity 
Board ’Electricity Board for Northern Ireland, Gas Council and Area Gas 
Boards, and the Iron and Steel Holding and Realisation Agency and its subsi
diaries.’ From 1967 capital expenditure by the British Steel Corporation is 
included. In addition, the capital expenditure of certain other corporations is
included, as noted below.

Current expenditure on goods and services
Central government. Current expenditure on the development and proving of 

transport aircraft; administrative costs and other expenses in connection with 
the central government services described above. Payments to certain grant- 
aided bodies regarded as serving industry, such as the British Travel Association, 
are included (see page 261 and Chapter IX, Annex 2).

Gross domestic fixed capital formation
Central government. Mainly land, buildings and equipment for factories built 

by the Board of Trade and by the Ministry of Commerce in Northern Ireland.
Local authorities. Land, buildings and equipment for the local authority 

trading services referred to above.
Public corporations. Fixed capital formation by the corporations referred to 

above.

Increase in value o f stocks
Central government. The change in the value of the stocks of raw materials 

held by the trading divisions of the Board of Trade.
Public corporations. The change in stocks and work in progress of the cor

porations referred to above.

Subsidies
Central government. The principal components of this item for recent years 

are the deficit on letting of factories by the Board of Trade and the subsidy on 
fuel paid by the Ministry of Commerce to certain industrial undertakings in 
Northern Ireland. In 1966 the item included assistance to Beagle Aircraft Ltd. 
pending acquisition of the company by the government.

Capital grants to private sector
Central government. Grants by the Board of Trade to industrial and other 

undertakings under the Local Employment Acts, 1960 and 1963; grants and 
compensation under the Cotton Industry Act, 1959, paid mainly in 1960 and 
1961; and grants in earlier years towards the re-equipment of the cotton spinning 
and other industries. From 1967 payments of investment grants are included 
under this heading.

Net lending to private sector
Central government. Loans less repayments under the Local Employment 

Acts, 1960 and 1963 and earlier legislation for the assistance of industry in areas 
of high unemployment; lending under the Ship Building Credit Act, 1964;
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4

lending to Colvilles Ltd. under the Iron and Steel Financial Provisions Act, I960- 
lending by the Ministry of Power for the installation of fuel saving equipment- 
net advances to the British Sugar Corporation Ltd. until March 1957; and net 
advances to the Potato Marketing Board from April 1955 to March I960. Sales 
of factories on mortgage terms, which are treated as being financed by loans to the 
private sector, are included here.

Public corporations. Loans less repayments by the National Film Finance 
Corporation, the Sugar Board and, from 1967, the Industrial Reorganisation 
Corporation.

Cash expenditure on company securities, etc. {net)
Central government. All expenditure by the central government on company 

securities is included here. In 1966 this comprised the expenditure of £31 million 
on British Petroleum shares and £1-5 million on shares and loan stock of 
Fairfields (Glasgow) Ltd.

Public corporations. Expenditure by the corporations referred to above. 
From 1967 expenditure by the Industrial Reorganisation Corporation is also 
included.

RESEARCH

This covers central government expenditure on civil research and development 
by the Atomic Energy Authority, the Ministry of Technology, the research 
councils (Agricultural Research Council, Medical Research Council, Science 
Research Council, etc.) and the Department of Education and Science. Certain 
expenditure of the National Research Development Corporation is also included.

Current expenditure on goods and services
This comprises the running costs of the central government establishments 
referred to above, together with expenditure by these departments on research 
and development carried out by industry, etc. on their behalf. Imputed rent 
for the use of fixed assets by the Atomic Energy Authority is included.

Gross domestic fixed capital formation
Land, buildings, plant and equipment for the central government establishments 
referred to above. The amount of fixed capital formation by the Atomic Energy 
Authority allocated to civil research is necessarily somewhat arbitrary, since 
assets may not be specifically purchased for civil research.

Subsidies
Grants to the National Research Development Corporation in relief of interest 
liability.
Current grants to personal sector
This covers grants to persons and institutions engaged in research paid by the 
Ministry of Technology, the research councils and the Department of Education 
and Science.
Current grants abroad
This comprises contributions towards international atomic energy projects by 
the Atomic Energy Authority and subscriptions to international organisations 
concerned with nuclear and space research.
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Capital grants to private sector
This covers grants towards capital expenditure by institutions engaged in research 
by the departments and research councils referred to above.

Net lending to private sector
The financial support of research and development projects by the National 
Research Development Corporation.

A G R I C U L T U R E ,  F O R E S T R Y ,  F I S H I N G  A N D  FOOD

Most of the expenditure under this heading is accounted for by the central 
government, although there is some local authority expenditure on the provision 
of allotments and smallholdings, and on animal health and the control of pests, 
The central government element covers the services administered by the 
Ministry of Agriculture, Fisheries and Food, the Department of Agriculture and 
Fisheries for Scotland, and the Forestry Commission. Expenditure by the White 
Fish Authority, the Herring Industry Board and the Development Fund is also 
included; these bodies are treated as part of central government. Expenditure 
by the agricultural departments on field drainage is included, but. expenditure 
by them and by local authorities on land drainage, including arterial drainage, 
and sea defences is excluded from this heading and is included under ‘Land 
drainage and coast protection’. The costs of procuring and maintaining a 
strategic reserve of foodstuffs and of providing emergency food distribution 
facilities are excluded; they are included under ‘Civil defence’.

Certain trading services are included under this heading (see Chapter IX, 
Annex 1):

(a) the Forestry Commission and Northern Ireland government forestry
operations;
(b) agricultural trading services, including the farming and management of
land, by the Ministry of Agriculture, Fisheries and Food and the Department
of Agriculture and Fisheries for Scotland;
(c) trading in foods by the former Ministry of Food to 31 March 1958.

Current expenditure on goods and services
Central government. The administrative and other expenses of the non-trading 

activities of the departments and authorities detailed above. The administrative 
costs of the former Ministry of Food at headquarters and at regional and local 
food ofi&ces, apart from the costs of administering the welfare food schemes, 
were part of this item.

Local authorities. Net current expenditure on allotments, smallholdings, 
animal health, control of pests, etc.

Gross domestic fixed capital fiormation
Central government. Land, buildings, works and equipment for forestry and 

for the trading activities of agricultural departments. Capital expenditure on 
experimental centres and the provision of fixed assets for agricultural colleges 
is included. The cost of planting and maintaining forests is included under the 
heading ‘Increase in value of stocks’.

Local authorities. Land and buildings for allotments and smallholdings.
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Increase in value o f stocks
Central government. After 1957 this is the increase in the balance sheet value 

of the forests and other stocks, valued at historical cost, of the Forestry Com
mission and Northern Ireland government forestry operations. In earlier years 
the item also included changes in the trading stocks of the Ministry of Food, 
and of the other trading bodies listed above.
Subsidies

Central government. This comprises subsidies paid mainly by the agricultural 
departments and the other authorities detailed above to the agriculture, forestry 
.and fishing industries. The principal items are listed below.

(a) Agricultural price guarantees under schemes for wheat and rye, barley, 
oats and mixed corn, cattle, sheep, pigs, eggs, wool and potatoes.
(b) Fertilizer and lime subsidies.
(c) Grants and subsidies for ploughing of grassland; cultivation of certain 
crops (acreage payments); maintenance of attested herds (bonus payments); 
rearing of calves, farrowing sows, hill sheep, hill cattle and beef cows; improve
ment of livestock; compensation for slaughter of diseased animals less 
proceeds of sales of carcases; production on marginal land; improvement 
programmes for small farms.
(d) Subsidies to the white fish industry and the herring industry.
(e) Grants by the Forestry Commission to owners of private woodlands.
(f) Deficits on the trading activities of the agricultural departments.
Up to 31 March 1958 subsidies include the trading losses of the Ministry of 

T'ood as defined in their published trading accounts, which regard interest on 
capital and depreciation as current costs less the part thereof attributable to 
(a) the cost of the milk and welfare food schemes, which are treated as a current 
grant to persons (see page 352) and (b) administrative expenses at headquarters 
and regional and local food offices, which are included in current expenditure 
on goods and services.
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Current grants to personal sector
Central government. Grants to agricultural colleges and research institutions; 

.agricultural scholarships and maintenance allowances; and grants from the 
Development Fund to promote the rural economy and to develop fisheries.

Current grants abroad
Subscriptions by the central government to the Food and Agriculture Organ
isation of the United Nations and certain other international bodies.
Capital grants to private sector

Central government. Grants to farmers for field drainage and water supply, 
farm improvements, and the improvement of land; grants by the White Fish 
Authority and Herring Industry Board; grants to horticulture; and grants to 
■ crofters. From 1967 investment grants paid to farmers are included.

iiLii

1

Net lending to private sector
Central government. Net lending by the White Fish Authority and Herring 

Industry Board for the purchase of boats, engines, etc.; net lending to the 
Agricultural Mortgage Corporation Ltd.; loans to smallholders. From 1963 to 
•1966 loans were offset by repayments.

M

40

CO



valiij

'e . w  M in i,., years
'JofEcod

“dies paid
' ' 'd  above “Sdcaltujai
“ 'a  iisted below. ^  fwestry

Wheat and
and potate,'’"'

slaughter o f diseased animals less 
on on marginal land; improvement

and the herring industry, 
to  owners of private woodlands, 
he agricultural departments, 
the trading losses of the Ministry of 
g accounts, which regard interest on 
less the part thereof attributable to 
hemes, which are treated as a current 
ministrative expenses at headquarters 
1 are included in current expenditure

om the

to the Food and A ^w liu re  organ.

,4 e r  international bodies.

■ and water supply.
for field

» White Fish A u t b u " 'L 'i ” Snet le n d <
ts, endues.
loans to s®flallholt̂ ^̂ '

lo:

■<o\
- t

rc
■Hi

Public authorities and public sector 345

H O U S I N G
This service relates to the provision of housing for the general public, including 
temporary housing and emergency housing. It excludes houses provided by 
public authorities for their employees, which are shown against the service 
concerned—for example married quarters for the Forces, which are included 
under ‘Military defence’, and houses for the police. The ownership by public 
authorities of houses intended for the general public is regarded as a trading 
activity, since the ownership of dwellings is included within the boundary of 
production. All capital expenditure by the housing and new town corporations 
is included.

Temporary housing consists o f prefabricated structures which were manu
factured and erected at central government expense on sites provided by local 
authorities; the local authorities let the accommodation and make an annual 
payment to the central government as a form of rental. Emergency housing was 
accomodation provided in requisitioned premises and in ex-Service hutted camps, 
etc.; the local authorities let the accomodation as the agents o f the central 
government, and the government reimbursed to the local authorities the full net 
cost incurred. From 6 June 1955 responsibility for requisitioned premises, but 
not hutted camps, etc., was transferred to local authorities and from 1 April 1956 
the central government reimbursed to the local authorities most, though not all, 
of the net cost of providing this accommodation.

Current expenditure on goods and services
This item refers to the expenses of the Ministry o f Housing and Local Govern" 
ment, the Scottish Development Department, the Welsh Office and the Ministry 
of Development, Northern Ireland in the administration o f their housing 
responsibilities. Local authorities’ administrative expenses are excluded; these 
are treated as operating costs in the housing trading account, and hence enter 
into the figure of local authorities’ housing subsidies.

Gross domestic fixed capital formation
Central government. The cost of manufacture and erection of temporary 

houses, which was negligible after 1951.
Local authorities. Purchases of land for housing and the cost of construction 

of permanent dwellings, including site development. Sales o f land and houses 
are deducted.

Public corporations. All fixed capital formation by New Town Development 
Corporations, the Commission for the New Towns, Scottish Special Housing 
Association, Nothern Ireland Housing Trust, and Coal Industry Housing Assoc
iation. The expenditure is mainly on purchases o f land and the construction of 
dwellings but some expenditure on factories and commercial buildings by new 
town corporations is included.

Subsidies
The composition of the total is shown in the table on housing subsidies, des
cribed on page 326. Grants to the National Service Hostels Corporation are 
included up to 1954.

Capital grants to private sector
Local authorities. This is the whole of the item ‘Capital grants to personal 

sector’ in the capital account of local authorities, described in detail on page 315.
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Net lending to private sector
Central government. Net lending to building societies and private housing 

associations under the House Purchase and Housing Act, 1959, the Housing 
Act, 1961 and Housing (Scotland) Act, 1962.

Local authorities. This is the whole of the item ‘Net lending for house purchase’ 
in the capital account of local authorities, described on page 316.

Public corporations. Net lending by the Housing Corporation to housing 
societies.
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W A T E R ,  SEWERAGE AND REFUSE DISPOSAL

The whole of the expenditure shown is incurred by local authorities. Water 
supply is treated as a trading service. Expenditure on civil defence measures in 
connection with water and sewerage is excluded; it is included under ‘Civil 
defence’.

L fautliority  esi

Current expenditure on goods and services
The current cost of the sewerage and refuse disposal services, including an 
imputed rent equal to loan charges for the use of the fixed assets employed.

Gross domestic fixed capital formation
Land, buildings, works, water mains, plant and vehicles for local authorities’ 
water undertakings, and for sewerage and refuse disposal services.
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P U B L I C  HEALTH SERVICES

This comprises expenditure by local authorities shown in Local Government 
Financial Statistics under the headings ‘Port health service’, ‘Public conven
iences’ and ‘Public health: Other items’. It covers the salaries of Medical Officers 
of Health and sanitary inspectors, and expenditure in connection with the 
inspection of food and drugs and the notification of diseases.

I km stic fixed capital form
Local auifiorities. Land, buildii 

t  to above.

MISCELLANEOUS I

Current expenditure on goods and services
The current cost, including an imputed rent equal to loan charges, of the services 
described above.

The central govemmeiit compor
costs of the Ministry o f Housing
Department, Welsh Office and
other than those which have beei 
and roads.

Gross domestic fixed capital formation
Land, buildings, plant and vehicles for the services described above. In the 
industrial analysis of gross domestic fixed capital formation this expenditure 
is included under the heading ‘Health services’.

j ,  file local auth 
' shown in Local G

LA ND  DR AI N A GE  AND COAST PROTECTION

Expenditure by local authorities, mainly river authorities. Up to 1966 there 
was no significant expenditure by the central government, except for grants to 
local authorities which do not appear in this table. Field drainage is excluded; 
it is included under ‘Agriculture, fisheries and food’.

Current expenditure on goods and services
The current cost of maintaining arterial drainage systems, sea defences, etc.
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Gross domestic fixed capital formation
The capital cost o f land drainage schemes and sea defences. Reconstruction work 
arising from the East coast floods o f February 1953 gave rise to a substantial 
increase in expenditure in 1953, which is also reflected in the figure for current 
expenditure on goods and services. The distinction made by local authorities 
between current and capital expenditure on reconstruction is probably some
what arbitrary.

services, mcluding 
use o f the fixed assets employed.^ an

P A R K S ,  P L E A S U R E  G R O U N D S ,  BTC.

This comprises central government expenditure on Royal parks and pleasure 
gardens, and the preservation of historic buildings and ancient monuments; 
together with local authority expenditure on parks, pleasure gardens and open 
spaces, baths, wash-houses and open bathing places.

n t  and vehicles for local authorities’ 
refuse disposal services.

Current expenditure on goods and services
Central government. Current expenditure by the Ministry o f Public Building 

and Works on salaries, maintenance and running expenses at Royal parks and 
pleasure gardens, and the cost o f maintaining, repairing and excavating ancient 
monuments.

Local authorities. The current cost, including an imputed rent for the use of 
fixed assets, o f the local authority services referred to above. Receipts from the 
public, for example admission charges at swimming baths, are deducted.

1

I  SERVICES

horities sh o fti in Loco! G o \m m t 
Port health service', ‘Public conven* 
covers the salaries of Medical Officer 
expenditure in connection with the 
ification o f diseases.

Gross domestic fixed capital formation
Local authorities. Land, buildings, etc. for the local authority services referred 

to above.

I  j

M IS CE LLA N EO U S L O C A L  G O V E R N M E N T  SERVICES

t  equal to loan charges, of the services 1
I' 1
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The central government component of this item consists o f the administrative 
costs of the Ministry o f Housing and Local Government, Scottish Development 
Department, Welsh Office and Ministry o f Development, Northern Ireland, 
other than those which have been allocated to specific services, such as housing 
and roads.

The local authority element mainly comprises expenditure on the services 
shown in Local Government Financial Statistics under the headings ‘Town and 
country planning’, ‘Private street works, etc.’, ‘Council elections’. ‘Weights and 
measures’, ‘Miscellaneous’ and ‘General administrative expenses’.
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Offences, etc.

Current expenditure on goods and services
Central government. The administrative costs referred to above. The adminis

trative costs of the Central Land Board are included up to 1958/59.
Local authorities. In addition to the current costs of the local authority 

services referred to above, the expenditure, other than transfers, o f certain 
special funds is included; these are shown in Local Government Financial 
Statistics as ‘Other reserve funds’, ‘Insurance funds’, ‘Trust or charity funds’ 
and ‘Other special funds’. Only part of the expenditure of ‘Other special funds’ 
is included, however, since not all the transactions of these funds can be regarded 
as purchases of goods and services by the non-trading part of local authorities. 
An imputed rent equal to loan charges is included.
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Gross domestic fixed capital formation
Local authorities. Land, buildings, etc. purchased in connection with the local 

authority services referred to above, including local government offices. Receipts 
from sales are deducted.

L I BR A RI ES ,  MUSEUMS AND ARTS

The central government component covers expenditure on national libraries, 
museums and art galleries, expenditure by the Arts Council of Great Britain* 
and other grants for the arts. Local authority expenditure on local libraries and 
museums is also included.

Current expenditure on goods and services
Central government. The cost of maintaining certain national libraries, 

museums and art galleries, the most important of which are the British Museum, 
Science Museum, Victoria and Albert Museum, National Gallery and Tate 
Gallery; (for a full list see Civil Estimates 1967/68 Class VIII). The adminis
trative costs of the Arts Council, which is treated as part of the central govern
ment, are also included.

Local authorities. The current costs, including an imputed rent equal to loan 
charges, of local libraries and museums; receipts from fees, fines, etc. are 
deducted.

Gross domestic fixed capital formation
The whole of this item relates to local authorities, central government expendi
ture being insignificant.

Current grants to personal sector
Central government. Grants to private bodies concerned with the arts, for 

example the British Film Institute and the Royal Opera House, Covent Garden. 
Grants to the National Library of Wales and the National Museum of Wales, 
which are treated as part of the personal sector, are included (see Chapter IX, 
Annex 2).

POLICE

Current expenditure on goods and services
Central government. Cost of certain police services, for example training 

centres, administered by the Home Office; and the cost of the Royal Ulster 
Constabulary.

Local authorities. Cost of police forces in Great Britain, including the Metro
politan police. The cost of pensions paid to former members of the police less 
employees’ superannuation contributions is included (see page 311).

Gross domestic fixed capital formation
Central government. Buildings, including houses, equipment and vehicles for 

Home Office establishments and the Royal Ulster Constabulary.
Local authorities. Buildings, including houses, equipnent and vehicles for 

police forces in Great Britain.
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P R I S O N S

This is entirely central government expenditure on the current cost o f prisons 
(current expenditure on goods and services) and on prison buildings and equip
ment (gross domestic fixed capital formation).

P A R L I A M E N T  A N D  L A W  C O U R T S

Current expenditure on goods and services
Central government. Administrative and other costs o f the House of Lords, 

House of Commons, Privy Council Office, Supreme Court of Judicature, County 
Courts, Courts of Law in Scotland and Supreme Court o f Judicature in Northern
Ireland.

Local authorities. Current expenditure shown under the heading ‘Adminis
tration of justice’ in Local Government Financial Statistics.

Current grants to personal sector
These are grants for legal aid by the central government and local authorities.

FIRE SERVICE

Expenditure incurred by local authorities. Up to 1966 there was no significant 
expenditure by the central government except for grants to local authorities, 
which do not appear in this table.

Current expenditure on goods and services
The current cost of maintaining the fire service. It includes pensions paid to 
retired members of the fire service less employees* superannuation contributions 
(see page 311).

Gross domestic fixed capital formation
Land, buildings, vehicles and equipment for the fire service.

E D U C A T I O N

This service comprises education in schools, technical institutions and univer
sities. Physical training and the school health service are included. The current 
costs of providing school meals and school milk, apart from central government 
administrative costs, are excluded and appear under a separate heading in this 
table (see page 352); but the central government administrative costs o f pro
viding school meals and school milk and the capital costs of school canteens are 
included here.

Current expenditure on goods and services
Central government. The main items are the administrative and other costs of 

the Department of Education and Science and the Scottish Education Depart
ment. The excess of the repayment annuities, which until March 1962 were paid 
by the education departments to the Ministry of Works in respect of the con
struction costs of temporary school accommodation, over receipts from local 
authorities for the use of this accommodation is included (see page 268).

The net cost to the central government of teachers’ pensions, that is pensions 
paid to teachers less pension contributions received from teachers and their
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employers, is not included. It is regarded as the repayment of a liability and is 
included in the item ‘Receipts from certain pension ‘funds’ (net)’ in the central 
government capital account (see page 276).

Local authorities. The current cost of education, apart from the cost of school 
meals and school milk and of scholarships and grants to universities and colleges, 
which are treated as current grants to the personal sector. Prior to April 1962 
expenditure on the colleges of advanced technology was included here, but from 
that date they are treated as private non-profit-making bodies in the personal 
sector. The rent imputed for the use of local authority schools and colleges is 
based on rateable values (see page 310).

Gross domestic fixed capital formation
From 1950 the whole of this item relates to local authority expenditure, central 
government expenditure being insignificant. It includes expenditure on school 
canteens and their equipment financed by the Department of Education and 
Science and the Scottish Education Department; the payments by the two 
departments are treated as capital grants to local authorities.

Current grants to personal sector
Central government. Scholarships and maintenance allowances; current grants 

to universities, colleges, technical institutions and schools other than those 
maintained by local education authorities, including grants to colleges of 
advanced technology from April 1962. Separate figures for scholarships and 
maintenance allowances, grants to universities, colleges, etc. and grants to other 
private non-profit-making bodies are given in the current account of the central 
government.

Local authorities. Scholarships paid to pupils and students in respect of fees 
and maintenance allowances and grants to universities, colleges, etc.; these 
grants are given in the current account of local authorities.

Capital grants to private sector
Central government. Grants towards the cost of buildings and equipment in 

universities, and from April 1962 colleges of advanced technology; grants to 
voluntary (aided and special agreement) schools and colleges of education in 
Great Britain and voluntary schools in Northern Ireland. Separate figures for 
grants to universities, colleges, etc. are given in the capital account of the central 
government.

Net lending to private sector
Central government. Loans less repayments to universities, colleges and schools 

in the private sector.

NATIONAL HEALTH SERVICE

The expenditure shown under this heading relates almost entirely to the national 
health service which came into existence on 5 July 1948. Central government 
expenditure covers the hospital service, payments to general practitioners and 
the net cost of the pharmaceutical, dental and ophthalmic services. Other 
central government expenditure included here relates to the administrative and 
other expenses of the Ministry of Health and the corresponding expenses of the 
Scottish Home and Health Department and the Northern Ireland Ministry of
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Health and Social Services. Expenditure on civil defence measures is excluded; 
it is included under ‘Civil defence’.

The local authority part of the national health service corresponds to the item 
‘Individual health’ in Locai Government Financiai Statistics, This service relates 
to the provision of health centres, health visiting and home nursing, care of 
mothers and young children, ambulance services, vaccination and immunisation, 
etc. Local authority expenditure on port health and other public health services 
is included under ‘Public health services’.

Current expenditure on goods and services
Central government. An imputed rent is included for hospitals (see page 268). 

The figures of current expenditure on goods and services include the contri
butions paid by Regional Hospital Boards, etc. towards staff superannuation, 
and not the net cost of health service pensions, that is the actual payments of 
pensions less the contributions received from employees (see pages 270 and 276). 
The cost of collection o f national health contributions is also included.

Local authorities. Current expenditure on the services listed above, including 
an imputed rent based on loan charges.

Gross domestic fixed capital formation
Central government. Land, buildings, plant and equipment for the national 

health service.
Local authorities. Capital expenditure on health centres, ambulances, etc. 

Current grants to personal sector
Central government. Patients’ allowances and pocket money paid in hospitals 

and payments towards the costs of running motor invalid chairs and cars.

Current grants abroad
Subscriptions by the central government to the World Health Organisation. 

Capital grants to private sector
Compensation paid by the central government to doctors for the loss of right 
to seU medical practices, paid mainly on retirement or death.

L O C A L  W E L F A R E  SERVICES

This is entirely local authority expenditure shown in Local Government Financial 
Statistics under the heading ‘Care o f the aged, handicapped and homeless’. 
The part of this expenditure which relates to sheltered employment service is, 
however, excluded; it is included under ‘Employment services’.

Current expenditure on goods and services
The current cost, including an imputed rent equal to loan charges, o f providing 
these services. Receipts, such as charges to persons in homes for old people, are 
deducted.

Gross domestic fixed capital formation
Mainly the purchase of land and buildings for the housing of old people.
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C H I L D  CARE

This service is mainly provided by local authorities, though voluntary bodies 
in the private sector, who receive government grants towards their costs, are also 
of importance. The local authority component is shown in Local Government 
Financial Statistics under the heading ‘Protection of children’. It covers approved 
schools, remand homes, children’s homes and other services for the care and 
welfare of children.

!  C0‘>' 1  costs o f  t te
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Current expenditure on goods and services
Local authorities. The current cost, after deducting such receipts as parents’ 

contributions, of the services referred to above. An imputed rent, equal to loan 
charges, for the use of buildings owned by local authorities is included.

excluded

Gross domestic fixed capital formation
Local authorities. Land, buildings, etc. purchased in connection with the 

services referred to above.

Current grants to personal sector
Grants by the central government 
approved schools, etc.

towards the current costs of voluntary

Capital grants to private sector
Grants by the central government towards the capital expenditure of voluntary
approved schools, etc.

SCHOOL MEALS,  MILK AND WELFARE FOODS

In the national income accounts the net cost to public authorities, after deducting 
receipts from those receiving meals, milk, etc., is treated as a current grant 
to persons, and the full cost of the food is included in consumers’ e.xpenditure. 
The central government administrative costs of school meals and school milk 
are included in public expenditure under the heading ‘Education’, together with 
capital expenditure on school canteens and equipment.

Current expenditure on goods and services
The cost to the central government of administering the welfare foods scheme'

Current grants to personal sector
Central government. The net cost of providing milk and vitamin foods at 

reduced prices to children and expectant mothers. Before 1 October 1954, the 
cost of milk in schools maintained by local education authorities was borne 
directly by the Ministry of Food.

Local authorities. The net cost of providing school meals and, from 1 October 
1954, of providing school milk.

SOCIAL SECURITY BENEFITS

This is entirely central government expenditure comprising the services now 
administered by the Ministry of Social Security, including the national insurance 
schemes.
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Current expenditure on goods and services
The administrative costs of the Ministry of Social Security, and administrative 
and other expenditure charged to the National Insurance Funds. The running 
costs of reception centres are included.

Current grants to personal sector
The composition of these grants is shown in the current account of the central 
government as follows:

National insurance benefits. Further details of the composition of this item are 
given in the current account of the National Insurance Funds. Benefits paid to 
non-residents are excluded; they are included under ‘Current grants abroad’. 
Payments of extended unemployment benefit, which ceased on 5 July 1953, are 
included.

War pensions and service grants. Payments o f pensions, gratuities and allow
ances for disablement or death arising out o f war, or out o f service in H.M. 
Forces after 2 September 1939. Pensions, etc. paid in respect of the mercantile 
marine and civilians are included. Payments to those no longer resident in the 
United Kingdom are excluded; they are included under ‘Current grants abroad’.

Non-contributory pensions. Non-contributory old age pensions, paid through 
the National Assistance Board, ceased after 26 November 1966' and were 
replaced by supplementary benefits.

Supplementary benefits. Non-contributory benefits supplementing the national 
insurance scheme. Up to 26 November 1966 the series related to assistance 
grants paid by the National Assistance Board.

Family allowances.

Current grants abroad
Central government. Payments of national insurance benefits and war pensions 

to those not resident in the United Kingdom.

F I N A N C E  AND TAX C O L L E C T I O N

Current expenditure on goods and services
Central government. Administrative and other expenses of the Treasury, the 

Board of Inland Revenue, Customs and Excise, the Exchequer and Audit 
Department and the National Savings Committee; management expenses o f the 
national debt, other than cash payments on conversion of stock and prize 
money on premium savings bonds; payments to local authorities and the Post 
Office for expenses incurred in the registration of motor vehicles and collection 
of motor vehicle licence duties; cost of collection of selective employment tax. 
The purchase by central government of new coin at cost is included (see page 266). 
From 1967 the expenses of the Land Commission in collecting the betterment 
levy are included.

Local authorities. Cost of rate collection and valuation expenses.
Current grants to personal sector
Payments by central government of post-war credits, including interest.
Capital grants to private sector

Central government. Post-war refunds of excess profits tax (see page 283); and
cash payments to holders of government securities on conversion into other 
government securities.
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RECORDS, REGISTRATION AND SURVEYS

Expenditure under this heading consists only of current expenditure on goods 
and services.
Current expenditure on goods and services

Central government. Current costs of the Ordnance Survey, Charity Com
mission, Friendly Societies Registry, Land Registry, Office of the Registrar of 
Restrictive Trading Agreements, Public Record Office, Scottish Record Office, 
Offices of the Registrars General and Department of the Registers of Scotland.

Local authorities. Current expenditure under the headings ‘Registration of 
electors* and ‘Registration of births, deaths and marriages’ in Local Government 
Financial Statistics.

WAR DAMAGE AND TOWN AND COUNTRY PLANNING
COMPENSATION

This heading covers only central government capital grants to the private 
sector under the war damage and town and country planning compensation 
schemes. These items are shown separately in the capital account of the central 
government and are described on pages 282 and 283.

OTHER SERVICES

This item is mostly central government expenditure by various departments 
whose activities do not fall into any of the functional headings already described; 
certain investment expenditure of public corporations is dso included. From 
1967, the transactions of the Land Acquisition and Management Fund of the 
Land Commission, which is treated as a trading body, are included under this 
heading.
Current expenditure on goods and services
The most important component under this heading is the current expenditure 
on goods and services, including imputed rent, of the Atomic Energy Authority 
other than that included under ‘Military defence* and ‘Research*. This fluctuates 
quite substantially from year to year since it represents the remaining net 
purchases of goods and services, other than fixed assets, by the Authority, and 
reflects changes in stocks and work in progress arising in the course of all its 
activities except, from April 1965, the commercial activities for which separate 
accounts are kept.

Other items included are the current costs of the Meteorological Office of 
the Air Department, Cabinet Office, Civil Service Commission, Department 
of Economic Affairs, Office of the Parliamentary Commissioner, Royal Com
missions, Government Actuary and Public Trustee; that part of the adminis
trative and other costs of the Home Office and Scottish Home and Health 
Department not included elsewhere; the Civil List; law charges; and pensions 
of the Royal Irish Constabulary.
Gross domestic fixed capital formation

Central government. Capital expenditure by the Ministry of Public Building 
and Works on land, buildings, furniture and equipment for public buildings in 
the United Kingdom; expenditure on fixed assets by the Atomic Energy Auth
ority other than that classified under the heading ‘Research*.
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Public corporations. Expenditure on fixed capital formation by the British 
Broadcasting Corporation in connection with its home services. Independent 
Television Authority, Bank of England and the Covent Garden Market 
Authority.

Current grants to personal sector
Miscellaneous grants. The main components of this item in 1957 and 1958 were 
payments to or in respect of British subjects who had to leave Egypt, or who 
were dependent upon assets in Egypt, and were in distress.

Net lending to private sector
This covers miscellaneous loans less repayments to the private sector under the 
Land Settlement Acts and Trade Facilities Acts, Northern Ireland land purchase 
annuities, etc.

Other net lending and investment abroad
Loans less repayments by the Atomic Energy Authority to certain uranium 
producers in South Africa and Australia.

TREASURY ANALYSIS OF PUBLIC EXPENDITURE

The Treasury analysis of public expenditure, given at the end of the notes to 
the 1967 Blue Book, provides an alternative analysis of total public expenditure 
to that given in the table in the section on the public sector, which is described 
above. Instead of giving an analysis of expenditure by functional and economic 
categories which are the same in all years, expenditure is analysed largely in 
terms of the programmes for which departments are responsible. These pro
grammes may be affected by changes in the departments responsible for certain 
services and variations in the extent to which services are provided free by one 
department to another, but they are the basis for the formulation of policy. 
This analysis is on much the same basis as that used by the Treasury for surveys 
of future expenditure. The analysis relates to financial years and figures are 
given from 1959/60 only.

The classification is essentially the same as that used in Table II of the Memor- 
andum by the Financial Secretary to the Treasury on the Estimates presented to 
Parliament each year. It is applied there, however, to net expenditure on Votes, 
whereas here it is applied to total public expenditure. The Vote element within 
this total differs from net Vote expenditure. Grants to local authorities and other 
bodies within the public sector are excluded and so are some financial trans
actions. Differences also arise from differences in the treatment of receipts, such 
as national health contributions, and in the treatment of transactions of trading 
bodies. These differences are explained in Chapter IX.

The totals of expenditure analysed in the Treasury table are consistent with 
the calendar year totals shown in the analysis of public expenditure given in the 
section of the Blue Book on the public sector (Table 53 of the 1967 Blue Book). 
The Treasury analysis differs from the functional analysis in Table 53 in the 
following respects.

(a) The classification in the Treasury analysis is more detailed. In the right- 
hand column of the table are shown the headings under which the expenditure is 
classified in Table 53.

Jl

11

-- y~.

■

' j.
K  ̂ '

...



I >

'i
— 1 
kc

M

LV .1

m i
A'lV[iVv

s*', ̂

W3

k*{-

L-l

y

-ti

-*’■
m  •*s.

'= f«̂'=r tf>

-  ID'S

356 Public authorities and public sector

(b) Expenditure by Northern Ireland authorities is shown in the Treasury 
analysis as a separate heading. All other headings therefore relate to expenditure, 
wherever it may occur, by bodies comprising the public authorities sector of 
Great Britain only. In Table 53, each heading, and not just the grand total, 
relates to the United Kingdom.

(c) ‘Allied services’ expenditure, that is expenditure shown at the end of 
Votes as connected with the service provided by a department (for example 
accommodation, stationery and printing) is generally not allocated to other 
headings in this table. The major exception is defence. In Table 53 ‘Allied 
services’ expenditure is always classified with other expenditure under the head
ing concerned.

(d) Capital expenditure by the nationalised industries, etc., which is shown 
separately at the end of the Treasury analysis, covers the expenditure of all the 
industries dealt with in the White Papers on the nationalised industries (2), 
together with that of the British Broadcasting Corporation, Independent Tele
vision Authority, Covent Garden Market Authority and, up to 1966/67, the 
nationalised iron and steel undertakings. The capital expenditure of other bodies 
classified as public corporations in the national income accounts is allocated to 
the relevant heading. In Table 53 the investment of all public corporations is 
allocated to individual headings. There is a difference in the classification of 
investment expenditure by new town corporations which in the Treasury analysis 
is divided between the headings ‘Roads’, ‘Housing’, ‘Water supply’, ‘Sewerage’ 
and ‘Miscellaneous local government expenditure’; in Table 53 all investment 
expenditure by the new town corporations is classified to ‘Housing’.

(e) In the Treasury analysis in the 1967 Blue Book expenditure on fixed assets 
is included under each heading without deducting amounts realised from sales 
except in the case of the expenditure on fixed assets of the nationalised industries, 
etc. The total amount so realised is deducted in the item ‘Statistical adjustments’. 
In Table 53 receipts from sales of fixed assets are deducted from each heading 
concerned. In future issues of the Blue Book receipts from sales will be deducted 
from each heading in the Treasury analysis also.

(f) The heading ‘Statistical adjustments’ in the 1967 Blue Book includes (i) a 
negative item for sales of fixed assets and (ii) the other small differences remaining 
between the sum of the figures used for the Treasury analysis and the total used 
in the national accounts.

4. PU BLIC A U T H O R IT IE S’ C U R R E N T  EXPENDITURE ON 
GOODS AND SERVICES AT CONSTANT PRICES

For the estimation of gross domestic product at constant prices, the estimates 
of public authorities’ current expenditure on goods and services are revalued at 
constant prices.

The Blue Book table on expenditure and output at constant prices (Table 14 
of the 1967 Blue Book) shows estimates for four separate functional categories, 
namely ‘Military defence’, ‘National health service’, ‘Education’ and ‘Other’.

'2’See The Financial and Economic Obligations o f the Nationalised Industries, Cmnd. 1337, 
and Nationalised Industries—A Review o f Economic and Financial Objectives, Cmnd. 3437. 
From 1967/68 the British Steel Corporation is included with these industries.
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Quarterly estimates of public authorities’ current expenditure on goods and 
services revalued at constant prices are published only in total and date from 
1955. The estimates are published quarterly in Economic Trends and in the 
Monthly Digest o f Statistics. The series is seasonally adjusted.

The principles involved in revaluing public authorities’ expenditure on goods 
and services are discussed in Chapter III. In general, the methods of revaluation 
assume that there is no increase in the productivity of those employed in public 
services (see pages 44 and 45). The estimates are as far as possible consistent with 
the estimates of output at constant prices, described in Chapter V.

The methods of revaluation used fall into two groups:
(a) the deflation of expenditure figures by indices of pay and prices;
(b) the use of volume indicators.

Over three-quarters of expenditure is revalued by the first method, including 
about two-fifths of expenditure which is on wages and salaries deflated by an 
index of changes in rates of pay. Both methods are used for quarterly and annual 
estimates but the annual calculations are carried out in greater detail. The table 
below shows the extent to which categories of public authorities’ current expen
diture on goods and services are revalued separately for the annual estimates and 
the methods of revaluation adopted. It will be seen that for expenditure on 
goods, which is deflated by a price index, the index often relates to costs rather 
than to the price of the product, because of the variable nature of the goods.

The reliability of the estimates for a year three or four years away from the 
base year can be regarded only as fair in terms of the gradings described on 
pages 39 to 41, because of the difficulty of revaluing at constant prices the goods 
and services bought by public authorities (see pages 51 and 52).

Methods used for revaluing at constant prices public authorities*
current expenditure on goods and services

Central government

Military defence: 
Forces’ pay

Expenditure 
at current 

prices, 1966 
£ million

Civilian wages and salaries, inclu
ding locally engaged staff over
seas but excluding payments of 
pensions

Superannuation (payments of 
pensions)

Research and development (ex
cluding wages and salaries of 
government employees) 

Aircraft

Volume indicator: index of strength 
of armed forces

Deflation by base-weighted index of 
wage and salary rates

Volume indicator: the index of civil
ian strength implied by estimates 
of deflated expenditure on the pre
ceding item

Deflation by price index for input 
costs of research and development

4,111

2,162
609

344

Shipbuilding (excluding wages 
and salaries of government 
employees)

Deflation by price index based on 
input costs for aircraft 

Deflation by price index for ships
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Method of revaluation

Expenditure 
at current 

prices, 1966 
£ million

Other major equipment and mun Deflation by price indices mainly
itions based on input costs for aircraft

Construction Deflation by price index for costs of 
new construction other than
dwellings ■ 1,209

Petroleum products Deflation by index for world petro
leum prices

Transport Deflation by appropriate section of 
the retail price index

Maintenance and repair of build Deflation by appropriate section of
ings the retail price index

Other expenditure Deflation by price index implied for 
all categories above, other than
wages and salaries

National health service: 1,158
Hospital services, etc. Deflation by base-weighted index of 

wage and salary rates for 
(a) Medical, professional and ad
ministrative staff

•

(b) Nursing staff
(c) Industrial staff

Deflation by price index for other 
hospital expenditure

- 759

General medical services Volume indicator: number of doc
tors on Executive Council services 
list

108

Pharmaceutical services: Deflation by wholesale price index
Ingredient cost for products of manufacturing 

industries other than food, drink
and tobacco sold on the home 
market

- 161

Dispensing cost Volume indicator: number of pres
criptions dispensed •

Dental services Volume indicator: number of courses 
of treatment completed

65

Ophthalmic services Volume indicators: number of sight 
tests carried out and number of 
pairs of spectacles paid for

13

Imputed rent for hospitals Volume indicator: rateable value of 
hospitals

21

Other expenditure Deflation by specially constructed 
base-weighted price index for gen
eral central government adminis
trative costs

31

Other: 791
Maintenance of trunk roads and Deflation by price index for main 28

motorways tenance of roads
Other expenditure Deflation by specially constructed 

base-weighted price index for gen
eral central government adminis
trative costs

763

local aul
impHr,̂ _
omerOP®''*'®'

I I Local welfare sm i« s

Childcare

;ii

•I
jj^ i^o froadso te to  

Ininlc toads and motorways 
Public lighdog

Fire service

Police

Other expenditurel>|[l
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d
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13
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method of revaluation

Local authorities

^^lo:

.(0

Education:
Imputed rent for local authority 

schools and colleges 
Other expenditure

Volume indicator: rateable value of 
local authority schools and colleges 

Deflation by specially constructed 
base-weighted price index covering 
wage and salary rates and other 
costs

Other:
National health service Mainly volume indicators for various 

local authority health services

Local welfare services

Child care

Maintenance of roads other than 
trunk roads and motorways 

Public lighting

Fire service

Police

Other expenditure

Volume indicator: number of persons 
resident in local authority homes 

Volume indicators: mainly number 
of children boarded out and 
number in local authority homes 

Deflation by price index for main
tenance of roads

Volume indicator: consumption of 
electricity and gas for public 
lighting

Volume indicator: index of strength 
of the fire service

Volume indicator: index of strength 
of police forces in Great Britain 

Deflation by specially constructed 
base-weighted price index for gen
eral local authority administrative 
costs

\

Expenditure 
at current 

prices, 1966 
£ million

2,280

$
J

1,080

1,129
127

49

42

178

24

52

203

454

I« _ •I V
b I



» »

\7' ¥i-i
il.v.-«Ff!m5t-X-;

istii3*v, ^̂*i•>A4J-.

!. ̂  ;'«:»-•*' #*•X\t •
■S.-i

,»

1 -v* V
 ̂♦ 
4

*'»hiytc-f'S.

Irr CO

Chapter XII

Gross Domestic Fixed Capital Formation
1. C O N C EPTS

Additions to the nation’s wealth are divided into three categories: the acquisition 
of fixed assets in the United Kingdom, the acquisition of stocks and work in 
progress, and net investment abroad. The first of these three forms of investment 
is considered in this chapter, investment in stocks is dealt with in the next chapter 
and net investment abroad is described in Chapter XV. Investment in fixed 
assets and stocks is described as capital formation, to distinguish it from invest
ment in financial assets. Investment in financial assets adds to national wealth 
only in so far as claims on the rest of the world are increased; within the nation 
financial liabilities offset financial claims.

Fixed capital formation represents additions to physical productive assets 
that yield a continuous service beyond the period of account in which they are 
purchased. In contrast, capital formation in stocks and work in progress repre
sents additions to completed goods not yet sold, materials and fuel not yet used 
and partly finished products awaiting completion. Examples of fixed capital 
assets are machinery, equipment, vehicles, buildings, civil engineering works and 
land. Gross domestic fixed capital formation is that part of a country’s final 
output, including imports, which is not consumed, exported or added to stocks 
during the accounting period, but represents an addition to its stock of fixed 
assets. The contribution of land to the total of gross domestic fixed capital 
formation is limited to the costs incurred in the transfer of land from one owner 
to another.

Scope o f gross domestic fixed capital formation
Since gross domestic fixed capital formation relates to productive assets, its 
scope is restricted by the definition of the boundary of production already 
discussed in Chapter I. All expenditure on fixed assets by trading bodies, 
whether companies, public sector enterprises or unincorporated businesses, is 
included. Also included is expenditure on land and dwellings by persons, since 
the provision of housing is included within the boundary of production. 
Expenditure on other goods which yield a continuous service to consumers, 
such as household durable goods and cars, is not included because the goods 
are regarded as being consumed when they are purchased. The ownership of 
land and buildings by the non-trading branches of public authorities and by 
certain private non-profit-making bodies is included within the production 
boundary and expenditure on these assets is part of gross domestic fixed capital 
formation. Certain other expenditure by these institutions on fixed assets, such 
as office and research equipment, is also included in gross domestic fixed capital 
formation in order to achieve comparability with similar expenditure by private 
industry.

360

lO

CM

Tie f " '

The
'^jpital forma'

The significafl̂  
confindto assets loc 
excluded since 
changes in 
not enough is imofl 
Kingdom residents a 
located in the Unitei 
Ships and aircraft ai 
basis of physical lot 
Kingdom residents 
oftTied by non-reside 

For the sake of b 
hied capital formatit 

The capital assets 
to their purchaser. I 
such things as transj 
solicitors, architects, 
charges incurred duri 
are iso included. I 
eiample the costs of 

assets, are n
eipenditure. 

Etpendiiure on the 
P̂ 'se(orpartofanei
âncial asset and is 
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The word ‘gross’ in the term ‘gross domestic fixed capital formation’ denotes 
that nothing is deducted for wear and tear, obsolescence and accidental damage. 
The net addition to the stock of fixed assets is gross domestic fixed capital for
mation less that part of the physical assets used up in the course of production. 
But fixed capital formation is shown gross both because of the difficulty of 
estimating capital consumption and because the gross addition to assets is of 
importance in itself—replacement of assets can, to some extent, be postponed. 
Estimates of capital consumption on the basis required for the national accounts 
are made; these are described in Section 5 of this chapter. Estimates of deprec
iation as obtained from Inland Revenue data are described in the annex to this 
chapter. Gross domestic fixed capital formation is, however, net of amounts 
realised from the sale of fixed assets; when a fixed asset is sold for scrap, for 
export or to a consumer, the proceeds are deducted from purchases of fixed 
assets to obtain gross domestic fixed capital formation. Expenditure on second
hand assets is included but, of course, transfers of existing fixed assets between 
one producer and another contribute to gross domestic fixed capital formation 
only to the extent of any transport, legal or other costs of transfer.

The significance of the word ‘domestic’ is that the fixed assets concerned are 
confined to assets located in the United Kingdom. Fixed assets held abroad are 
excluded since the concept of fixed capital formation is designed to measure 
changes in the physical capacity for production in the United Kingdom, Also, 
not enough is known about changes in either fixed assets owned by United 
Kingdom residents and located overseas, or those owned by non-residents and 
located in the United Kingdom, for these assets to be separately distinguished. 
Ships and aircraft are an exception to the general rule of classification on the 
basis of physical location, however; all ships and aircraft owned by United 
Kingdom residents are included irrespective of their location, and all those 
owned by non-residents are excluded.

For the sake of brevity, throughout the remainder of this chapter the term 
fixed capital formation is used to refer to gross domestic fixed capital formation.

The capital assets entering into fixed capital formation are valued at the cost 
to their purchaser. Expenditure incurred in the course of their acquisition on 
such things as transport, installation, stamp duties and the services of agents, 
solicitors, architects, and consulting engineers are therefore included. Interest 
charges incurred during long periods of construction which have been capitalised 
are also included. But expenditure on arranging the supply of finance, for 
example the costs of share issues, stamp duties and other costs on the transfer of 
financial assets, are not included. They are regarded as part of current or oper
ating expenditure.

Expenditure on the acquisition of the fixed and other assets of another enter
prise (or part of an enterprise) as a going concern is treated as the purchase of a 
financial asset and is not included in fixed capital formation. Thus, when an 
unincorporated business is bought by a company or when a company is nation
alised, the estimates of fixed capital formation do not include the take-over.

In principle, expenditure on improvements to existing fixed assets should be 
included in fixed capital formation; extensions and structural alterations to 
buildings, for example, should be included. On the other hand, expenditure on 
maintenance and repairs to keep the assets in running order should not be 
included but should be regarded as an operating expense, except in so far as it 
may incidentally entail improvements. In practice it is usually impossible to
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362 (/ro^^ domestic fixed capital formation

distinguish such improvements; as the United Nations recommendations put it 
. . expenditure on repairs over and above what is needed to keep the capital 

goods in a state of constant repair should be included. As a practical solution, 
however, it will often only be possible to include instead the costs of major alter
ations and renewals’ In the industrial and commercial field the part of repair 
and maintenance expenditure included in fixed capital formation is in practice 
determined by the accounting conventions adopted by businesses in allocating 
their expenses between capital and current expenditure. Thus fixed capital forma
tion includes extensive repairs amounting to reconstruction of assets but 
excludes day to day repairs and the replacement of parts. In the case of privately- 
owned dwellings it is impracticable to separate the extensive conversion and 
major improvement of existing dwellings from ordinary repairs and mainten
ance; hence, except for grant-aided expenditure on conversions and improve
ments, which is estimated from grants paid by local authorities, expenditure on 
existing privately-owned dwellings is excluded from fixed capital formation.

There are certain problems of demarcation between fixed capital formation 
and work in progress, which arise in the case of assets with long periods of con
struction. Usually the purchaser makes progress payments to the manufacturer 
or contractor during the course of construction, and this expenditure will 
normally be recorded as fixed capital formation by the purchasing industry. In 
general, therefore, the estimates of fixed capital formation include progress 
payments and can be taken to approximate to the value of work done in the year 
on the production of fixed assets. It should be noted, however, that although 
estimates on this basis approximate to the demands made on the economy by 
the production of fixed assets, they may not reflect changes in the country’s 
productive capacity, which would be measured more closely in principle if flxed 
assets were included only on becoming available for use.

Fixed capital formation by public authorities
Expenditure on the replacement of, and additions and major improvements 
to, the land, buildings and equipment of public authorities, both for their 
trading and non-trading branches, is included in fixed capital formation. The 
principle followed in deciding what expenditure of these authorities is to be 
included is that each item of expenditure is treated so far as possible in the same 
way as a similar item of expenditure would be treated in estimating fixed capital 
formation in the private sector; this means departing in some cases from the 
definitions adopted for accounting purposes by the particular authority, for 
example where the renewal of a fixed asset is charged to revenue in the author
ity’s own accounts.

The United Nations recommendations‘t ’, to which the United Kingdom 
statistics broadly conform, are that fixed capital formation should include all 
expenditure of a capital nature by central and local government, except for 
most of that on military defence. In the United Kingdom statistics, nearly all 
expenditure on buildings and equipment for the Forces is excluded from fixed 
capital formation and treated as central government current expenditure. 
Exceptions to this rule are made, however, in the case of expenditure on (a) land 
for the Forces, (b) married quarters for members of the Forces, (c) buildings

n M System o f National Accounts and Supporting Tables, United Nations, New York, 1964.
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and plant for research and development establishments, and (d) buildings and 
plant for the manufacture of armaments. Categories (a) and (b) are treated as 
fixed assets on the grounds that they would be usable for other purposes if no 
longer required for miUtary use. Categories (c) and (d) are types of assets which 
are purchased as fixed assets by private industry. Expenditure of a capital nature 
on civil defence, for example on fire-fighting equipment, is also treated as fixed
capital formation.

2. T H E P U B L IS H E D  TA BLES

Fixed capital formation is analysed in three ways; by industry (agriculture, 
coal mining, etc.), by type of asset (ships, buildings, etc.), and by institutional 
sector (companies, local authorities, etc.).

A N N U A L  TABLES
Analysis by industry
The most detailed of the Blue Book tables (Table 60 of the 1967 Blue Book) 
gives an analysis of fixed capital formation by industry and by type of asset, 
distinguishing forty-five industries cross-classified by three types of asset. In an 
abridged version of this table ^ab le  58 of the 1967 Blue Book) the figures for 
all fixed assets are condensed into eleven industry groups. Estimates for these 
eleven industry groups are also given at constant prices (Table 59 of the 1967 
Blue Book).

The classification by industry mainly follows the Standard Industrial Classifi
cation, 1958. Detailed differences of coverage from this classification for the 
forty-five industries separately distinguished are described in Section 3 of this 
chapter. The eleven industry groups given in the summary tables are defined as 
in the Standard Industrial Classification, 1958 except as follows:

(a) The industry group ‘Transport and communication’ corresponds to 
Order XIX of the Standard Industrial Classification, 1958 except that it 
excludes road haulage contracting, miscellaneous transport services and, 
prior to 1960, taxi and private hire car businesses.
(b) Ownership of dwellings is treated as a separate industry, in line with other 
tables in the national accounts. All dwellings are grouped together under one 
heading, which covers owner-occupied dwellings and dwellings for renting, 
and includes any dwellings built by industries for their employees.
(c) ‘Other service industries’ covers the headings ‘Insurance, banking and 
finance’ and ‘Other transport and services’ as defined in Section 3.
(d) ‘Social services’ covers the headings ‘Universities, colleges, etc.’, ‘Other 
education’, ‘Health services’ and ‘Local welfare services’ as defined in 
Section 3.
(e) ‘Other public services’ covers the headings ‘Roads, etc.’, ‘Sewerage and 
land drainage’ and ‘Other public services’ as defined in Section 3.
The classification by industry from 1956 is on the basis of the business unit 

(enterprise or part of an enterprise) and not the establishment (usually the 
individual factory or workshop). From 1959 the annual census of production 
returns, except for detailed census years, and the annual Board of Trade inquiries 
into the distributive and service industries, have been made on a business unit 
basis and the estimates have been adjusted to this basis from 1956. They are
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364 Gross domestic fixed capital formation

therefore not entirely comparable with the analysis by financial units of company 
profits, and the analysis by establishment of income from employment given 
elsewhere in the Blue Book and used for the analysis of gross domestic product 
by industry (Table 17 of the 1967 Blue Book).

A difficulty in the analysis by industry arises from the growing practice of 
leasing assets. In most cases data can only be collected from the owners of assets 
and information is not available as to their industrial use. Examples include the 
leasing of vehicles or plant, such as computers, to other industries. The figures 
for ‘Insurance, banking and finance’ also include buildings owned by insurance 
companies, banks and property companies but rented wholly or in part by other 
industries. Thus the industrial classification of fixed capital formation does not 
provide a precise analysis by industry of use.

In principle, land and existing buildings should be treated similarly to other 
types of asset in the analysis by industry, but the data available for some indus
tries, particularly agriculture and the ownership of dwellings, are insufficient to 
allow this. The figures for each industry therefore exclude expenditure on land 
and existing buildings. The net expenditure by all industries on land and existing 
buildings, that is transfer costs of land and buildings, is shown as a separate item 
in the industry tables.

Analysis by sector

The most detailed table (Table 55 of the 1967 Blue Book) shows fixed capital 
formation for the five main institutional sectors cross-classified by five types of 
asset. A condensed version of this table (Table 54 of the 1967 Blue Book) in 
which the sectors are combined into the two sectors, private and public, gives 
estimates at constant as well as at current prices. For all assets combined the 
public sector is also divided between public corporations and public authorities.

In Table 55, fixed capital formation of the central government and local 
authorities is subdivided between trading and non-trading activities. Provision 
of housing, except in conjunction with a non-trading service such as police or 
prisons, is regarded as a trading service. A full list of central government trading 
bodies is given on page 296. The main trading activities of local authorities are 
listed on page 310.

The institutional sectors are the sectors used throughout the national accounts 
and the allocation of fixed capital formation to a particular sector is on the basis 
of ownership, which may differ from the sector of use. In using the sector analy
ses it needs to be remembered that the series are affected by changes in the scope 
of the sectors as well as in the rate of capital formation.

The sector figures, unlike those for industries, include purchases less sales of 
land and existing buildings. Separate figures for these transactions are given in 
the detailed sector table. The private sector is subdivided only for 1959 and 
subsequent years, the only years for which the figures are at all reliable.

Fixed capital formation by the personal sector comprises:
(a) fixed capital formation of unincorporated businesses (professional 
persons, farmers and other sole traders and partnerships); it is this element 
which accounts for nearly all capital formation by the personal sector in 
vehicles and plant machinery and most of that in buildings other than dwellings;
(b) fixed capital formation by persons in dwellings, land and existing build
ings;
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(c) fixed capital formation by certain private non-profit-making bodies 
serving persons, such as universities.

Fixed capital formation by the life funds of life assurance companies and by 
superannuation funds is not included even though their funds are regarded as 
the property of the personal sector; it is included with that of financial insti
tutions in the company sector (see pages 206 and 413).

Additional details of fixed capital formation by sector are given in other 
sections of the Blue Book. Separate figures for industrial and commercial corn- 
panies and financial companies are given in their respective capital accounts in 
the section on companies. The fixed capital formation of public corporations is 
analysed by five industry groups in the section on public corporations. And the 
fixed capital formation of public authorities and the public sector is analysed by 
service in the sections on central government, local authorities and the public 
sector. The latter estimates are described in Chapter XI.

Analysis by type o f asset
The most detailed analysis of fixed capital formation by type of asset (Table 56 
of the 1967 Blue Book) distinguishes five types of vehicle (which are shown as a 
single category in other tables), plant and machinery, dwellings, other new 
buildings and works, and transfer costs of land and buildings. These series are 
translated into constant prices in Table 56, amalgamating the figures for railway 
rolling stock, ships and aircraft.

The different types of asset are defined below.
(a) Vehicles, ships and aircraft. These comprise:
(i) Buses and coaches. Vehicles included in the fixed capital formation of the 
road passenger transport industry other than that of taxi and private hire 
car businesses. This is assumed to cover vehicles such as buses, coaches, 
trolley-buses and trams.
(ii) Other road vehicles. All other vehicles intended mainly for use on public 
roads. This category includes various road vehicles with specialised uses, for 
example ambulances, street cleansing vehicles: it excludes vehicles used in 
such places as warehouses or railway goods depots, mobile cranes with road 
licences, road-making vehicles and agricultural tractors, all of which are 
classified as plant and machinery. Cars for business use are included but 
those purchased by consumers are excluded from fixed capital formation.
(iii) Railway rolling stock. Locomotives, coaching vehicles, wagons and 
containers. Railway wagons for use on private sidings are included, but 
trucks and wagons for use in mines, quarries, cement works, etc. are classified 
as plant and machinery.
(iv) Ships. Vessels of all descriptions purchased by businesses resident in the 
United Kingdom. The figures include expenditure on ships transferred from 
overseas to United Kingdom ownership, and sales of second-hand ships to 
non-resident owners are deducted.
(v) Aircraft. Civil aircraft of United Kingdom ownership. The figures exclude 
expenditure borne by the government on the development of prototype civil 
aircraft.
(b) Plant and machinery. The term ‘plant and machinery’ is an abbreviation of 

‘plant, machinery and equipment’. The distinction between plant and machinery 
and vehicles or buildings is not always clear-cut. It is sometimes difficult to 
distinguish buildings from plant and machinery, for example in parts of the steel
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hinery. Machinery and equipment forming an integral part of buildings and 
works, for example lifts, heating and ventilating plant, is in general included in
buildings; railway track and gas and water mains are also included in buildings 
and works, but electricity and telephone lines and cables are classified as plant.

(c) Dwellings. Houses, bungalows, flats and maisonettes. All expenditure on 
the construction of new houses and flats, including architects’ and quantity 
surveyors fees is treated as capital formation. Conversions and improvements 
to private sector dwellings are included in fixed capital formation only if they 
are grant-aided; otherwise they are included in consumers’ expenditure. The 
estimates for public sector dwellings include all expenditure on conversions and 
improvements, however financed. The figures include, so far as is possible, 
items of equipment which are an integral part of the completed house or flat] 
such as boilers, and moveable equipment installed by landlords, for example 
cookers; but moveable equipment installed by tenants and owner-occupiers is 
included in consumers’ expenditure.

(d) Other new buildings and works. Buildings other than dwellings, most civil 
engineering and construction work. Both new construction and extensions and 
improvements to existing buildings and works are included. Machinery and 
equipment forming an integral part of buildings and works, for example lifts, 
heating and ventilating plant, is in general included. The distinction between 
buildings and plant is sometimes difficult to draw (see above); in such cases the 
normal accounting practice for distinguishing buildings and plant is generally 
followed. Railway track and gas and water mains are included under this heading, 
but electricity and telephone lines and cables are classified as plant. Architects* 
and surveyors’ fees are included, but not fees and costs incurred in transferring 
the ownership of land and buildings.

(e) Purchases less sales o f land and existing buildings; Transfer costs of land and 
buildings. Figures of purchases and sales, given for each sector, cover the capital 
cost of freeholds purchased, the capital cost of premiums payable for leaseholds 
acquired, associated professional fees and other transfer costs. Over all sectors 
these transactions net out to equal transfer costs only. Transfer costs cover 
stamp duties, legal fees, dealers’ margins, agents’ commissions and other costs 
incurred in connection with the transfer of ownership of land and buildings. 
Land development charges levied under the Town and Country Planning Acts, 
1947 are included in the years 1948 to 1960.

In a footnote to the table analysing fixed capital formation by type of asset 
estimates are given of the total value of expenditure on repairs and maintenance 
to buildings and works, including conversions and improvements to dwellings. 
Such expenditure is regarded as expenditure on current or operating account and 
not as a part of fixed capital formation, apart from public sector and grant- 
aided private sector conversions and improvements to dwellings. The figures are, 
however, given because variations in the amount of this expenditure may be of 
some importance and, since some other countries (including formerly the 
United Kingdom) treat such expenditure as a part of fixed capital formation in 
their national accounts, estimates of the amounts involved may help internation
al comparisons where figures adjusted to the standard international definitions 
are not available.
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and chemical industries. Agricultural tractors, road-making vehicles, rolling 
stock used in mines and quarries, oil-rigs, mobile cranes and vehicles used 
within warehouses, railway goods depots, etc. are classified as plant and mac-
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me • ^ îfied ac us2  ■'

®aisonettes ''tS.inr <.̂ :_ ^  einpnjii- !1 0. j
' f  • Conversions an ■ in fixeH /VO .:..,.  ^ 0  m r n v u m J  i“ fixed capital forC ,: ™P™'''fflenis S

J‘'^i“ consnmere “° f ' f ‘fi'y I

=s^3 S 5
t •

f

I
1

It

•1

Gross domestic fixed capital formation 367

Q U A R T E R L Y  TABLES

In the quarterly tables published in the Monthly Digest o f Statistics and quarterly 
in Economic Trends the eleven industry groups shown in the Blue Book are 
further condensed into eight groups; the analysis by type o f asset is m terms o f  
four categories with separate figures for private and public sector dwellings, 
and the analysis by sector distinguishes between the private sector, public 
corporations and public authorities. All these series are shown at current prices, 
at constant prices and at constant prices seasonally adjusted, and have been 
published from 1955. In addition, quarterly current price senes for the hye 
main institutional sectors are published quarterly in Economic Trends^nd m 
their respective capital accounts in Financial Statistics. These estimates have all 
been carried back to 1961. In Financial Statistics figures are also given separately 
for industrial and commercial companies and financial companies, a division 
which has been published from 1962. The estimates for the central government
have been published from 1958.

3. S T A T IS T IC A L  SO U R C E S

G E N E R A L  M E T H O D S  OF E S T I M A T I O N

There are two alternative methods for estimating fixed capital formation, the 
expenditure and the commodity flow or supply (output p/wj imports less exports) 
method. The expenditure method uses the records which accountants keep o f the 
purchases of capital goods by particular enterprises and public authorities. The 
commodity flow method uses statistics o f production and imports of particular 
commodities-and distinguishes the flow into fixed capital formation from the 
flows into consumption, exports, stockbuilding and intermediate expenditure.

The alternative methods each have distinct advantages and disadvantages. 
Capital expenditure figures can be collected according to definitions which are 
consistent with figures of operating costs taken into account in estimating the 
profits of the enterprises incurring capital expenditure. To this extent they are 
consistent with estimates of saving in a way that estimates o f capital formation 
based on output data are not. This consistency fits in with the requirements of the 
financial accounts which show, inter alia, how fixed capital formation is financed. 
Furthermore, expenditure statistics allow, as output statistics do not, analyses by 
purchasing industries and sectors. On the other hand, expenditure figures do not 
as a rule allow more than a summary split of fixed capital formation by type o f  
asset—buildings, plant, vehicles, etc.—whereas estimates from the commodity 
flow method are naturally available in considerable commodity detail. The 
commodity flow method also has the advantage of allowing close adherence to 
the strictly logical definition of a capital good as a good which lasts for more 
than one accounting period. Accountants usually treat as fixed assets only those 
items which last several years or more and are costly; they often charge to 
operating account such things as hand tools and jigs for use in a production run 
of a few years. Using the commodity flow method all office equipment, for 
example, can be treated as capital goods, whereas no one can tell how much 
office equipment is included in the aggregate of capital expenditure since some
times it is charged to capital account and sometimes to operating account.

However, whilst the commodity flow method allows the consistent application 
of precise definitions, it requires detailed information about the use of commodi-
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ties and however much detail is available some guesswork is unavoidable. Inter
mediate goods, that is goods charged to operating account, have still to be 
distinguished from goods charged to capital account; intermediate goods include 
replacement parts as well as parts such as electric motors which may be bought 
by a producer for incorporation in his more elaborate product. Also, a distinc
tion has to be drawn between goods which are part of fixed capital formation 
and goods which are part of consumption; a single product may be used for a 
variety of purposes: a car would be consumers’ expenditure if sold to an individ
ual consumer but fixed capital formation if sold to a business or a public author
ity. The more detailed the production or delivery figures which are available, the 
easier it is to distinguish fixed capital formation from other uses. The separate 
delivery figures for the three types of refrigerating machinery (domestic, indus
trial and commercial) make reasonably accurate distinction possible between 
fixed capital formation and consumers’ expenditure on this item. Industrial 
plant and steelwork are almost entirely capital goods and there is a wide range 
of general mechanical engineering products which are virtually all intermediate 
goods. But it is very difficult to assess the amount of scientific instruments, 
electrical machinery, insulated wire and cables, radio and electronic goods, etc! 
which are capital as opposed to consumer or intermediate goods. Offices are 
furnished with carpets as well as with commodities identifiable as exclusively 
office furniture; carpets are also bought by hotels but are mostly consumer 
goods. The commodity flow method requires that these divisions be quantified. 
The commodity flow method also requires estimates of changes in dealers’ 
stocks, of transactions in used assets and of the costs incurred in the purchase of 
capital goods after they leave the producer—such things as transport costs, 
dealers’ margins, import and excise duties. For the most part these are difficult 
estimates to make. However, changes in producers’ stocks do not present a 
problem where, as in this country, the commodity flows are mainly measured by 
delivery rather than by production figures.

The choice of methods depends upon the circumstances in which they are to 
be applied, particularly on what data are available. In countries which import 
most of their machinery, trade statistics provide much of the information 
required and the commodity flow method is more suitable than in countries 
such as the United Kingdom which largely manufacture their own capital goods. 
Ideally, of course, both methods would be used. Most countries use some com
bination of the two. In this country the expenditure method now predominates 
but is supplemented by the output approach in two categories of fixed capital for
mation for which expenditure figures are non-existent or not comprehensive, 
namely private dwellings and agriculture.

An overall estimate from production data is available for the United Kingdom 
for the year 1958<2); it is 12 per cent higher than the expenditure-based estimate 
in the 1967 Blue Book of £3,492 million. The difference reflects the inclusion in 
the former estimate of small or short-lived assets and also of an estimated 
allowance for conversions and extensions to private dwellings, other than those 
which are grant-aided. The difference may also be due to errors in either or both 
estimates.

•2>G. Dean, ‘Fixed Investment in Britain and Norway: An Experiment in International 
Comparison’, Journal of the Royal Statistical Society  ̂ Series A (General), Volume 
127, Part 1. 1964.
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Censuses and inquiries by the Board o f Trade
A description of the censuses of production and distribution, and the annual 
inquiries into the distributive and service industries by the Board o f Trade is 
given in Appendix II. For manufacturing and the distributive and service 
industries the collection of data is now organised in a three-tier structure o f  
inquiries. First, for all but certain service industries, a comprehensive or bench
mark inquiry is undertaken at intervals of about five years; secondly, a simple 
annual census or inquiry, usually on a sample basis, is carried out for the 
intervening years; and thirdly, information is collected either monthly or 
quarterly from a more limited number o f businesses.

The quarterly inquiry was started by the Board of Trade in July 1955 and 
figures were collected from the first quarter of that year. The inquiry is on a 
voluntary basis and returns are collected mainly from the larger companies, 
which account for about two-thirds of the fixed capital formation of manu
facturing industry and rather more than one-third of that in the distributive 
and service industries. The results of the inquiry are published each quarter in 
the Board o f Trade Journal and are also given in the Monthly Digest o f Statistics,

The annual censuses and inquiries ask for separate details of capital expendi
ture on different types of asset, together with figures o f proceeds from the sale 
of assets (other than normal trading sales). An extract from the census of pro
duction form for 1966 is given in Appendix II. The quarterly inquiries ask for 
the same information.

Returns from public corporations and public authorities
Most public corporations make quarterly returns o f their transactions which 
include details of expenditure on fixed assets in the United Kingdom and 
proceeds from sales separately for each type o f asset. Central government 
departments also submit quarterly returns analysing their income and expendi
ture in national accounting terms, which provide the necessary data for esti
mating fixed capital formation by industry and type of asset. The returns made 
by local authorities in respect of fixed capital formation comprise:

(a) returns of capital payments for the half-years ending in March and Sept
ember, which distinguish between all the main local authority services and 
between payments for different types of asset;
(b) from 1956 returns of capital payments for the quarters ending in June and 
December which give very limited service or asset detail.

These local authority returns provide no information on sales of fixed assets.

Published accounts for public corporations and public authorities
In addition to the special returns described above, annual information on fixed 
capital formation in the public sector is provided by published accounts. These 
accounts do not, however, give all the information required, and are available 
only after some delay. In particular, the published accounts do not provide the 
necessary breakdown of fixed capital formation by type of asset. Where in the 
published accounts of public corporations certain expenditure on renewals has 
been charged to revenue and not to capital account, the quarterly returns provide 
the information for the necessary adjustments. The Appropriation Accounts and 
Trading Accounts and Balance Sheets of the central government do not give the
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370 Gross domestic fixed capital formation

required detail which is provided separately by departments. Local Government 
Financial Statistics for local authorities in England and Wales and similar 
publications for Scotland and Northern Ireland are the main source of the 
financial year estimates of total expenditure on fixed capital formation by local 
authorities, and they are the only source of information on sales of fixed assets by 
local authorities. But in these accounts also some expenditure on renewals is 
charged direct to revenue instead of to capital account and adjustments need to 
be made to the published figures.
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ĵ jmpanies ■ jjjto fix

costs involved in such transfer-
are subject to a large margin ol
cosu from which they are derr 
fijO extent to which they do so 
which are involved in the buy 
houses which take place within 
for the years before 1959 to set 
for the personal and compai 
however, in order to provide fit

Estimates o f building output
Quarterly estimates of building output in Great Britain have been made since 
1955 by the Ministry of Public Building and Works from returns from a sample 
of contractors. The value of work done is divided for both the public and 
private sectors between housing, other new work, and repairs and maintenance. 
Private sector fixed capital formation in dwellings is not measured from expendi
ture statistics, mainly because of the difficulty and cost of tracing most of the 
purchasers and the estimates of building output for private sector dwellings are 
used as the main source of both the quarterly and annual estimates. In addition, 
the output estimates relating to public sector buildings are used as an indicator 
to assist in assessing short-term changes in fixed capital formation by local 
authorities in dwellings and other new buildings and works. It should be noted, 
however, that the coverage of the output figures for housing and other new work 
is not the same as that of expenditure on new buildings and works. The main 
differences arise because the asset analysis of expenditure is based on a distinction 
made by the purchaser of the asset, and because his expenditure covers items in 
addition to the output of the construction industry, such as the work done by 
architects and surveyors. sectors.

Published company accounts
The annual statements of accounts which public companies are required to 
lodge with the Registrar of Companies might appear to be a potential source of 
information about capital expenditure but are not in fact used. Capital expendi
ture on fixed assets is not stated directly in the company accounts but could be 
derived from the accounts by taking the increase in the written-down value of 
fixed assets plus the depreciation charged in the year; this should give total 
purchases, new and second-hand, less the book value of assets sold or scrapped. 
The results would however have several defects from the point of view of the 
national accounts: the absence of any distinction between types of asset, and 
differences in the definition of capital expenditure. In addition there are some 
further substantial difficulties:

(a) the accounts of most private companies were not lodged for public 
inspection until the Companies Act, 1967 came into operation;
(b) adjustments are required if there has been a revaluation of assets during 
the year;
(c) no distinction is made, as a rule, between domestic and overseas fixed 
assets;
(d) allowance must be made for newly consolidated subsidiaries;
(e) any industrial analysis would have to be in terms of enterprises, not 
establishments or business units.
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ESTIMATES F O R  I N D I V I D U A L  SECTORS

Private sector
The separate figures o f fixed capital formation by the personal and company 
sectors are obtained by aggregating the relevant components within each 
industry and adding on the estimates of each sector’s transactions in land and 
existing buildings. The individual industry components are not always separately 
identifiable, however, and sometimes they are estimated indirectly by reference 
to Inland Revenue data on incomes or depreciation allowances which distinguish 
between companies and unincorporated businesses. The sources o f the personal 
and company sector estimates within each industry are described below.

From 1959 estimates for purchases less sales of land and existing buildings by 
companies are based on data collected by the Board o f Trade in the course of 
the various inquiries into fixed capital formation (see above). Figures for 
industrial and commercial companies in the latest year are very rough. After 
identifying public sector transactions in land and existing buildings and esti
mating the total transfer costs of land and buildings, the figures for the personal 
sector are then derived as a residual, since transfers o f land and buildings must 
net out when aggregated for the country as a whole to equal the legal and other 
costs involved in such transfers. The figures for the personal sector so obtained 
are subject to a large margin of error, particularly as the estimate of total transfer 
costs from which they are derived is unreliable. Sales exceed purchases and the 
full extent to which they do so is to some degree masked by the transfer costs 
which are involved in the buying and selling o f existing, as opposed to new, 
houses which take place within the personal sector. Information is not available 
for the years before 1959 to separate transactions in land and existing buildings 
for the personal and company sectors. Rough estimates have been made, 
however, in order to provide figures of total fixed capital formation by these two 
sectors.

Public sector
The estimates of fixed capital formation by public corporations, central govern
ment and local authorities are obtained from the returns and accounts described 
on page 369. These returns and accounts provide information on transactions 
in land and existing buildings as well as on purchases and sales o f other fixed 
assets.

ESTIMATES F O R I N D I V I D U A L  I N D U S T R I E S

In this section a more detailed description of the estimates for each industry 
is given. The industries are listed as far as possible in the order o f the Standard 
Industrial Classificationy 1958. The descriptions cover the analysis by type of 
asset and by institutional sector for each industry.

Agriculture
The estimates for vehicles are based on regular censuses of equipment in use on 
farms; cars are included. The estimates for machinery are made principally 
from statistics of imports and deliveries to the home market; tractors are 
included. New buildings and works includes farm ditching, drainage, water 
supply and soil improvement. The estimates are based almost entirely on govern
ment grants for such capital improvements and on periodic surveys of expendi
ture by farmers. Domestic premises are excluded; they are covered by the
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372 Groj5 domestic fixed capital formation

estimates for dwellings. Changes in the value of livestock and growing crops are 
excluded from fixed capital formation and are included in stocks and work in
progress.

In line with the treatment of agriculture elsewhere in the accounts, private 
sector fixed capital formation by agriculture is attributed entirely to the personal 
sector, even though some is carried out by farming companies (see page 142).

Forestry
The estimates relate to roads, buildings and equipment; changes in the value of 
growing timber are included in work in progress. The sources are returns for 
the Forestry Commission and central government forestry in Northern Ireland. 
Nothing is included for private forestry.

Fishing
Figures of fixed capital formation are estimated annually by the Ministry of 
Agriculture, Fisheries and Food on the basis of returns collected from firms in 
the industry. A small proportion is allocated to the personal sector on the basis 
of very rough estimates of net output, relative to that of companies, based on 
Inland Revenue statistics of wages, salaries and profits.

Coal mining
The estimates cover capital expenditure in connection with deep-mined coal 
only. Fixed capital formation in connection with ancillary manufacturing 
activities is classified to manufacturing and opencast coal mining is classified to 
the construction industry in accordance with the Standard Industrial Classifi
cation  ̂ 1958. The source is the quarterly return of capital expenditure from the 
National Coal Board.

Other mining and quarrying
The source is the annual census of production, which gives figures of capital 
expenditure. A small proportion is allocated to the personal sector on the basis 
of very rough estimates of net output, relative to that of companies, based on 
Inland Revenue statistics of wages, salaries and profits.

Manufacturing
This covers fixed capital formation by both public and private sector enterprises 
classified to Orders III to XVI of the Standard Industrial Classification, 1958. 
It includes some expenditure by public enterprises whose main activities lie 
outside manufacturing, for example fixed capital formation in railway work
shops and in coke ovens and brickworks owned by the National Coal Board. 
In addition to fixed capital formation at its own manufacturing establishments, 
expenditure by the central government allocated to manufacturing industries 
includes:

(a) Expenditure by the Board of Trade and Northern Ireland Ministry of 
Commerce on the erection of factory buildings for lease to private firms.
(b) Expenditure on capital assistance to contractors, including the purchase 
of imported machine tools intended for loan to contractors. These schemes are 
now of little significance, but were important during the years 1951 to 1953.

Expenditure on factory building for lease to private firms by New Town 
Development Corporations is also included. Expenditure on buildings, plant and
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vehicles at naval dockyards and repair depots is excluded from fixed capital 
formation since it is part of expenditure on defence (see page 362).

There is a break in comparability between 1955 and 1956, when the unit of 
classification changes from the establishment, usually the individual factory or 
workshop, to the business unit (enterprise or part thereof). From the 1959 
census of production onwards, returns have been made on a business unit basis 
which in general relates to the whole of a company or group o f companies. The 
exceptions are that any subsidiary companies operating mainly overseas are 
excluded and that, where a firm is engaged in a number o f quite different activi
ties, separate returns are collected for each main activity. Capital expenditure in 
1958 was estimated by the Board of Trade on both bases by substituting figures 
from firms which provided quarterly returns on a business unit basis during 1958 
for their figures on an establishment basis returned in the census of production 
for that year. This indicated that for manufacturing as a whole capital expendi
ture was only about 4 per cent higher on the business unit basis, although for 
some industry groups expenditure was even higher (as much as 15 per cent in 
the case of food, drink and tobacco) and in a few industries the business unit 
estimate was l o w e r ' 3 >. The estimates for 1956 and 1957 are the result of pro-rata 
adjustments to estimates for establishments using the estimates for 1958 made
on both bases.

The principal sources are the Board of Trade annual census of production 
and quarterly sample inquiry into capital expenditure. 1948 was the first year 
for which capital expenditure figures were collected in a census; for each subse
quent year except 1950 the census has included similar questions; expenditure in 
1950 was covered by a special sample inquiry. A description of the census and 
extracts from.the 1966 census form are given in Appendix II. The quarterly 
sample inquiry was started by the Board o f Trade in July 1955 and provides 
information from the first quarter of that year. Unlike the census, it is on a 
voluntary basis. Returns are collected mainly from the larger companies and 
cover about two-thirds of total fixed capital formation by manufacturing. The 
quarterly returns provide the basis for the latest annual estimates until the 
annual data become available. Expenditure by the public sector on factory 
buildings for lease to private industry is estimated from departmental returns and 
published accounts. It is allocated by industry using statistics of factory space 
completed.

In the detailed industry table of the Blue Book fixed capital formation in 
manufacturing is analysed by eighteen industry groups. The industrial analysis 
for the latest year, however, is less detailed, as are the quarterly estimates pub
lished in the Board o f Trade Journal and the Monthly Digest o f Statistics, because 
the quarterly returns on which it is based do not permit reliable estimates for 
smaller industrial groups until supplemented by the returns from other firms 
which are collected in the census of production. The statistics published quarterly 
in the Board o f Trade Journal and in the Monthly Digest of Statistics include an 
analysis by type of asset for manufacturing as a whole.

The estimates for individual industries may have considerable margins of 
error when based on only a sample census of production, but the detailed results 
for private manufacturing are probably accurate in years when based on a full

‘3’For further details see The Report on the Censuses o f Production for 1959, 1960, 1961 and 
1962, 1964.
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census of production. The figures for years prior to 1958 are less reliable than 
those for later years. The basic data for 1949 and 1950 do not distinguish between 
the aircraft, motor vehicle and other vehicle industries. There may also be 
substantial errors in the analysis of government-financed expenditure which 
could significantly affect the estimates for 1948 and 1951 to 1953, particularly 
in the engineering, motor vehicle and aircraft industries.

The proportion of private investment allocated to the personal sector, indi
cated by rough estimates based on Inland Revenue data on depreciation allow
ances, has been taken as about 6 per cent in the early post-war years reducing to 
2 per cent by 1964.

§

Construction
Fixed capital formation by building and civil engineering establishments of 
central government, local authorities, and public utilities such as the electricity 
boards are not included. Fixed capital formation in connection with opencast 
mining by the National Coal Board is included. There is a break in compara
bility in 1956 when the unit of classification changes from an establishment to a 
business unit basis but it is of little significance.

The main source is census of production figures of capital expenditure, supple
mented for the latest year and for the years 1945 to 1950 for which census esti
mates are not available, by production data for civil engineering contractors* 
plant. Small firms employ about a third of the labour force and do not make 
returns for the census of production. The Board of Trade held special inquiries 
into the capital expenditure of small firms in 1958 and 1963 which serve as a 
basis for grossing up the figures for the larger firms in other years. Inevitably the 
estimates for small builders, and to a lesser extent for the industry as a whole, 
are subject to a substantial margin of error.

The proportion of private investment allocated to unincorporated businesses 
is based on Inland Revenue data on depreciation allowances; this was about 40 
per cent in the early post-war years falling to 25 per cent by 1964.
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Gas; Electricity
Initial expenditure on nuclear fuel elements for power stations is regarded as 
fixed capital formation in plant and machinery. Transmission lines and purchases 
of meters and appliances for hire are also included in plant and machinery. Gas 
mains are included under buildings and works. Quarterly returns of capital 
expenditure are supplied by the various boards.

Water
Expenditure on water mains is included under new buildings and works. Local 
authorities’ fixed capital formation is estimated from the returns and published 
accounts described on page 369. The census of production is the source of the 
figures of fixed capital formation by companies.

Railways
Expenditure on fixed capital formation in railway manufacturing and repair 
establishments is excluded from this industry and included in the estimates for 
manufacturing. Certain renewals of works and structures, although charged to 
revenue in the published accounts of the relevant public corporations, have been 
included in fixed capital formation. Expenditure by nationalised transport under
takings on fixed capital formation in shipping is included here for the years prior
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to 1964; from that date, however, such expenditure (£4 million in 1964) is 
included under ‘Shipping’ in accordance with the Standard Industrial Classi
fication, 1958. The sources o f the estimates are quarterly returns provided by 
the relevant public corporations.

Road passenger transport
Local authority fixed capital formation is estimated from the returns and pub
lished accounts described on page 369. Public corporations (from 1963 the 
London Transport Board and the Transport Holding Company) submit quar
terly returns of their capital expenditure distinguishing this and other industries. 
Private capital formation is estimated by the Board o f Trade from capital 
expenditure returns as part o f their inquiries into the distributive and service 
industries (see page 369); the first full inquiry into road passenger transport was 
for 1960. Taxi and private hire car businesses are included from 1960; in earlier 
years they are included under ‘Other transport and services’. The estimates for 
buses in years prior to 1960 are based on registrations and average prices.

Shipping
Oil company fleets are included, but not that small proportion o f ships which is 
used by industries other than the shipping industry itself, in particular fisheries. 
Fixed capital formation in shipping by nationalised transport undertakings is 
included from 1964; prior to that date it is included under ‘Railways’. Progress 
payments on new ships are included, whether they are under construction at 
home or abroad.

From 1956 the estimates have been made by the Board o f Trade from either 
annual or quarterly inquiries into the capital expenditure of shipping companies. 
The pre-1956 figures are based on the commodity flow method by adding 
imports and subtracting exports from estimates o f home production. A full 
inquiry into capital expenditure by shipping companies was made for the year 
1956 and quarterly figures were subsequently collected from a sample o f roughly 
two-thirds of the industry. For 1956 the figures of expenditure on sliips con
structed or under construction in United Kingdom shipyards compared well 
with estimates of the value of work done on such ships from production data 
but thereafter they diverged widely. However, another full inquiry was made in 
1960 and the coverage of the quarterly returns has been extended to the point 
where nearly all companies are included.

Harbours, docks and canals
Local authority expenditure is estimated from the returns and accounts described 
on page 369. Quarterly returns of capital expenditure are supplied by the British 
Transport Docks Board and the British Waterways Board. Expenditure by 
private companies is estimated by the Board of Trade from annual returns from 
a sample of companies. Estimates for private companies for years preceding 
1956 are mere extrapolations of the later figures.

Air transport
British European Airways, British Overseas Airways Corporation and the 
British Airports Authority supply quarterly returns o f their capital expenditure. 
The Board of Trade collects annual returns o f capital expenditure from a 
sample of private companies. The Board of Trade provides quarterly figures o f
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376 (7ro5J domestic fixed capital formation

its expenditure on aerodromes and air navigation services and annual estimates 
of local authority expenditure. Central government expenditure on the develop
ment of prototype aircraft is not included; it is regarded as current expenditure.

Postal, telephone and radio communications
Quarterly returns of capital expenditure are supplied by the Post Office. Expen
diture on rearranging telephones and wiring is treated as maintenance expenditure
and not as fixed capital formation. Telephone cables and ducts are included 
under plant and machinery.

Wholesale distribution: Retail distribution: Insurance, banking and finance: Other 
transport and services
The figures for ‘Wholesale distribution’ cover Minimum List Headings 810, 831 
and 832 in the Standard Industrial Classification, 1958. ‘Retail distribution’ 
covers Minimum List Heading 820, and ‘Insurance, banking and finance’ covers 
Order XXL ‘Other transport and services’ comprises road haulage contracting 
(Minimum List Heading 703) and miscellaneous transport services and storage 
(Minimum List Heading 709); professional and scientific services (Order XXII) 
except for educational, medical and dental services (Minimum List Headings 
872 and 874); and miscellaneous services (Order XXIII) including cinemas and 
theatres, hotels and restaurants, laundries and dry cleaners, garages and petrol 
stations, and head offices of industrial enterprises with mixed activities or 
activities mainly abroad. Up to and including 1959 taxi and private hire car 
businesses are included; from 1960 they are included under ‘Road passenger 
transport’.

There is a break in comparability in 1956 on account of the change from an 
establishment to a business unit basis; the effect of this difference is the obverse 
of that in manufacturing, the business unit estimates for this group of industries 
in 1958 being less by about 7 per cent than they would be on an establishment 
basis.

The estimates for 1956 and subsequent periods have been made by the Board 
of Trade from returns of capital expenditure collected mainly from private 
businesses through various inquiries into particular industries, supported by 
quarterly returns from a panel of voluntary contributors. The estimates incor
porate figures for the public sector collected by departments for the Central 
Statistical Office. Annual inquiries on a sample basis were started using, for 
lack of a more comprehensive register, a list of companies. These inquiries 
were developed where practicable by extending the coverage to unincorporated 
businesses: the inquiry for 1959, for example, covered all wholesalers; corres
pondingly the census of distribution for 1961 contained questions on capital 
expenditure. In these ways reliable estimates have become available for retail 
and wholesale distribution. Similarly, by extending the inquiry in particular 
years, reliable estimates for the motor trades, catering, and property companies 
have been obtained. The inquiries are described in Appendix II. Rather more 
than a third of total private fixed capital formation in this group of industries 
is covered by quarterly returns.

The difficulties in this field stem largely from two causes: first, many of the 
units are small and therefore, because their accounting is not so detailed, find it 
difficult to provide the right kind of information, particularly on a quarterly 
basis; second, there are wide variations in expenditure between one unit and
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another. It is on account of these difficulties in particular that separate estimates 
cannot yet be published for road haulage contracting; company investment is 
estimated by sampling but investment by unincorporated businesses, which is 
substantial, has been estimated roughly from initial and investment allow
ances, which are themselves estimated from total allowances by sampling. The 
estimates of fixed capital formation by unincorporated businesses represent 
about one-tenth o f the total for ‘Wholesale distribution’, and one-fifth o f the 
total for both ‘Retail distribution’ and ‘Other transport and services’. The 
estimates of private sector fixed capital formation by ‘Insurance, banking and 
finance’ relate wholly to companies.

The pre-1956 estimates are based on the commodity flow method, except for 
public investment, for which expenditure figures are available. The sources of 
the pre-1956 estimates of private investment are:

(a) building—Ministry of Public Building and Works estimates o f new non- 
industrial building work for private owners; until the end of 1951 monthly 
returns were made by contractors of the value o f work done at each site on 
which a licensed or authorised job over £2,000 was proceeding; these returns 
were supplemented by quarterly and annual returns covering all jobs, returns 
which were maintained in a somewhat revised form when licensing ended in 
1954 (see page 370);
(b) plant and machinery—extrapolations from the expenditure estimates for 
1956 and subsequent years using production data;
(c) vehicles—extrapolations from the expenditure estimates for 1956 and 
subsequent years using a series of estimated total investment in road vehicles 
based on registrations and average prices less expenditure in other industries. 
Quarterly figures for wholesale distribution, retail distribution, shipping, and

other industries (construction, road passenger transport and other transport and 
services) are published quarterly in the Board o f Trade Journal and in the Monthly 
Digest o f Statistics; the statistics published include an analysis by type of asset.

Dwellings
Private sector fixed capital formation in dwellings is not measured from expen
diture data because most of the purchasers are individuals who are difficult to 
trace and who, if they were traced, could not state their expenditure excluding 
land. There is, however, much statistical information about production. 
Statistics of the numbers o f houses and flats started, completed and under con
struction are collected monthly by the Ministry of Housing and Local Govern
ment and Scottish Development Department and quarterly by the Ministry of 
Development, Northern Ireland from returns made by local authorities. They 
are published in the Monthly Digest o f Statistics, partly on a monthly and partly 
on a quarterly basis. Quarterly estimates of building output in Great Britain 
have been made separately for public and private housing since 1955 by the 
Ministry of Public Building and Works from returns from a sample of con
tractors; they are published in the Monthly Digest o f  Statistics.

Since 1955 there have thus been two ways in which private fixed capital 
formation in new dwellings can be estimated: first, by adding to the figures of 
the value of output an allowance for expenditure in Northern Ireland, for expen
diture on architects’ and surveyors’ fees, for the cost of irremoveable equipment 
not installed by builders and for expenditure by private housing associations; 
second, by converting the numbers of starts, completions and dwellings under
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378 Gross domestic fixed capital formation

construction into an estimate of the numbers of equivalent completions in the 
period and multiplying by average prices per dwelling. The estimates for 1948 
to 1954 are necessarily based on the latter method since separate figures of 
housing output were not collected until 1955; the average prices used were 
obtained from builders’ site returns, a source which was lost when building 
licensing ended in 1954. Figures of average prices were then collected from 
building societies; these prices, however, include unknown amounts for land 
and no sound estimate is available of the average prices of the other new houses 
bought outright or financed by loans from insurance companies or banks. There 
are also difficulties in estimating equivalent completions for lack of detail as to 
the type of dwelling (whether four-bedroomed houses, five-storey flats, etc.). 
Although the value of output figures collected from builders provide a reasonably 
reliable measure of changes in private fixed capital formation they are difficult 
to use as a measure of the absolute level of fixed capital formation because the 
amounts which need to be added cannot be accurately determined. The solution 
adopted has been to estimate fixed capital formation in 1955 by reconciling 
estimates made by both methods and thereafter to extrapolate by the value of 
output series.

The Ministry of Housing and Local Government supplies figures of conver
sion and improvement grants made by local authorities, which cover half the 
cost o f such work; the total cost of these conversions and improvements is 
included in private sector fixed capital formation. The cost of conversions and 
improvements which are not grant-aided cannot be measured at all accurately 
and is not included; expenditure by occupiers is included in consumers* expen
diture along with other house repairs.

Annual figures of property companies’ capital expenditure on new dwellings 
have been collected by the Board of Trade and are the sole source for the series 
for the fixed capital formation of companies in new dwellings.

Public sector fixed capital formation in dwellings is mainly by local authorities, 
both acting as housing authorities and in providing accommodation for certain 
staff such as police. Also included are expenditure on dwellings by New Town 
Development Corporations and certain other public corporations, central govern
ment expenditure on new married quarters for the Forces, and expenditure by 
the central government on dwellings built for civilian employees, for example 
prison staff. The estimates are mainly based on the sources described on page 
369. The figures of output of new housing for the public sector, already men
tioned, are used to estimate quarterly changes.

Universities, colleges, etc.
The whole of fixed capital formation under this heading falls within the personal 
sector, though most of it is financed by central government grants. Expenditure 
by colleges of advanced technology is included from April 1962 (£4 million in 
1963); in earlier years it is covered by the estimates for ‘Other education’. 
Expenditure on both new building work and plant and equipment is included. 
The estimates for Great Britain are based on quarterly returns provided by the 
University Grants Committee of expenditure financed by government grants, 
together with very rough estimates for expenditure financed from other sources. 
Estimates of expenditure by Queen’s University, Belfast are derived from the 
Appropriation Accounts for Northern Ireland.
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Other education
Expenditure on approved schools, remand homes and children’s homes is 
included. Local authority expenditure is estimated from the sources described 
on page 369. Grant-aided private expenditure is estimated from grants paid by 
the education departments of the central government. Other private expenditure 
is assumed to be small and the estimates are little more than guesses.

Health services
The figures for expenditure by Regional Hospital Boards and other public 
authorities are obtained from returns from the authorities concerned (see page 
369). Expenditure by doctors and dentists on equipment, including cars, is 
estimated from Inland Revenue depreciation allowances.

Local welfare services
This covers local authority expenditure on care o f the aged, handicapped and 
homeless; the sources are described on page 369.

Roads, etc.
Expenditure on street lighting and car parks is included. The estimates cover 
expenditure on major road improvements but minor improvements are generally 
excluded. Purchases of road-making equipment by local authorities are included, 
but purchases by civil engineering contractors engaged in road works are 
included in the fixed capital formation o f the construction industry. Local 
authority expenditure is estimated from the sources described on page 369. 
Central government expenditure covers trunk roads and motorways; the figures 
are taken from departmental returns.

Sewerage and land drainage
Local authority expenditure is estimated from the sources described on page 369. 
Expenditure by New Town Development Corporations is also included; it is 
estimated from their accounts. Expenditure on sewers is included under the 
heading ‘New buildings and works’.

Other public services
The main items under this heading are: police, prisons, fire service, town and 
country planning, public buildings and central government office machinery. 
Local authority expenditure is estimated from the sources described on page 369. 
Central government expenditure is estimated from returns made by the govern
ment departments concerned.

Transfer costs o f land and buildings
This covers stamp duties, legal fees, dealers’ margins, agents’ commissions, etc. 
incurred in connection with the transfer of ownership of land and buildings. 
Land development charges levied under the Town and Country Planning Acts, 
1947 are included in the years 1948 to 1960. Figures for stamp duties are published 
by the Inland Revenue. The other transfer costs can be estimated only very 
roughly from the stamp duty figures and the scale of solicitors’ fees.
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R E V A L U A T I O N  O F  F I X E D  C A P I T A L  F O R M A T I O N

A T  C O N S T A N T  P R I C E S

It is not possible to do more than indicate general trends in fixed capital for
mation at constant prices because of the well-known problems in measuring 
movements in the prices of capital goods. The main difficulties lie in the variable 
nature of capital goods; although some of them are of a fairly standard type, 
many are unique. The limited extent to which capital expenditure figures can be 
analysed by type of asset also restricts the accuracy of the revaluation. On the 
one hand it is difficult to revalue particular categories of capital goods and on 
the other it is difficult to identify expenditure on the particular categories even 
in those cases where a consistent measure of price changes is available. The price
indices available have to be adapted for use in connection with the asset analysis 
which can be made of expenditure.

For vehicles, ships and aircraft five different indices compiled by the Board of 
Trade are used. These relate to cars, buses and coaches, other road vehicles, 
railway rolling stock and ships. There is no specific index for aircraft, and the 
index mentioned below for engineering capital goods is used. Since the available 
capital expenditure data do not usually distinguish one kind of road vehicle 
from another, the car component can be estimated only very roughly.

Fifteen different indices are used to deflate expenditure on plant and machin
ery. The indices are prepared by the Board of Trade by weighting indices for 
specific types of capital goods derived from returns of prices collected from 
producers. The commodity flow method is used to estimate the asset composition 
within total investment in plant and machinery for the years in which detailed 
statistics of production are available from the census of production, thus giving 
a set of weights for each industry, or group of industries, from which composite 
price indices can be constructed. The industry groups are as follows: agriculture; 
coal mining; other mining and quarrying; food, drink and tobacco; chemicals 
and allied industries; metal manufacture; vehicles; engineering and electrical 
goods, shipbuilding and marine engineering, metal goods not elsewhere specified; 
textiles, leather, leather goods and fur, clothing and footwear; paper, printing 
and publishing; other manufacturing; construction; electricity; postal, telephone 
and radio communications; distributive trades, insurance, banidng and finance, 
professional and scientific services, miscellaneous services. It can be seen that 
there are some industries for which no specific index is available but apart from 
the gas industry their expenditure on plant and machinery is small.

The conceptual problems are particularly acute when attempting to revalue 
expenditure on building work at constant prices. The variable nature of the 
goods purchased renders the measurement of price changes extremely difficult, 
and in practice indices of changes in costs are used. The indices are constructed 
by combining with fixed weights an index of building materials prices, an index 
of labour costs, and an indicator of changes in overheads and profits. Labour 
costs are calculated from an index of earnings and an index of productivity 
which is based on the simple assumption that materials used per man is a 
measure of output per man. The indices are available only for the two large 
categories ‘Dwellings’ and ‘Other new buildings and works’. Hence, in deflating 
the current price estimates for industry groups it has to be assumed that price 
movements are the same for all types of new construction other than dwellings; 
this limits the degree of industry detail in which constant price estimates can be 
given with any confidence. Similarly, for the sector of ownership estimates it
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has to be assumed that construction costs move in step for the public and the 
private sectors.

Only a very rough assessment can be made o f price changes in transfer costs, 
apart from stamp duties. This is true also o f land, which is a significant item in 
the sector estimates although it is not included in the industry estimates.

4 . R E L IA B IL IT Y

An attempt to assess the reliability of the annual estimates o f fixed capital 
formation for each industry is made in the table below. The gradings relate to 
the later years, except for the most recent. The estimates for the most recent year 
are less reliable than those for previous years because they are based on 
incomplete data.

The estimates for public corporations, central government and local author
ities, including those relating to purchases less sales o f land and existing build
ings, can each be regarded as within category A since they are based on direct 
returns and accoimts with complete coverage. In total the private sector estimates 
are in category B, but the division between the company and personal sectors is 
approximate and the resulting estimates must therefore be regarded as in cate
gory C only. The estimates for transactions in land and existing buildings by 
these two sectors are particularly unreliable.

For both the industry and sector estimates the quarterly estimates are less 
reliable than the annual ones.

These reliability gradings do not take account of a factor which affects the 
accuracy of the short-term changes in the estimates, rather than the accuracy of 
their absolute values. Most of the estimates are expenditure figures and reflect 
amounts paid or charged to capital account; they may not correspond closely 
to the value o f work done or deliveries. Normally expenditure is charged to 
capital account on receipt o f a bill at some time after the actual work is done and 
this period o f time can vary, particularly for buildings and for large projects 
like power stations. In these cases progress payments are usually made covering 
most of the work done but leaving a percentage of each stage to be paid for on 
completion, when there often remains a further amount outstanding to be 
agreed at a final settlement. The standard accounting period being a year, the 
final quarter’s figure often reflects the attempt to settle accounts before the end of 
the accounting year. But any quarter’s figure may be higher than another merely 
because it happens to include more progress payments or final settlements. More
over, in some industries where the distinction between capital and current 
expenditure is not clear-cut substantial amounts of expenditure are not divided 
between capital and current spending until the end of the accounting year, when 
the whole capital amount is attributed to the final quarter. In so far as expendi
ture is regularly above average in the final quarter of an enterprise’s accounting 
year, the seasonal adjustments which are calculated will allow for these fluctu
ations.

The estimates at constant prices are much less reliable than those at current 
prices because of the difficulties of revaluation o f expenditure on fixed capital 
formation, discussed above. For a year three or four years away from the base 
year the estimate of total fixed capital formation at constant prices must be 
regarded as within category C.
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382 Gross domestic fixed capital formation

Reliability of annual estimates of fixed capital formation at current prices'^

A ±  less than 3 per cent
B ±  3 per cent to 10 per cent

±  more than 10 per cent

Grading

Agriculture ................................................................. i q
Forestry.....................................................................  g
Fishing.......................................................................  g

Coal mining ............................................................... I ^
Other mining and quarrying .................................. c
Manufacturing...........................................................  g
Construction.............................................................  q
G a s................................................................. y . y . y . i  a
Electricity .................................................................  \
W ater.........................................................................  g

Railways ...................................................................  g
Road passenger transport..........................................I c
Shipping ...................................................................  A
Harbours, docks and canals...................................  B
Air transport.............................................................  a
Postal, telephone and radio communications___ A

Wholesale distribution ............................................. I B
Retail distribution........................................................j B

Insurance, banking and finance................................I A
Other transport and services .................................  | C

Dwellings:
Private................................................................... ) B
Public.....................................................................  I A

Universities, colleges, etc............................................ I B
Other education.......................................................  I B
Health services.........................................................  I B
Local welfare services............................................... I A
Roads, etc................................................................... B
Sewerage and land drainage...................................  I A
Other public services............................................... ( A

Transfer costs of land and buildings......................I C

Total gross fixed capital formation........................I B

'I’For the significance of the reliability gradings see pages 39 to 41
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C
B
B

169
3
9

A
C
B
C
A
A
6

75
34

1,«1
144
103
654
69

i
)

B
C
A
B
A
A

41
100
27
65

196

B
B

146
235

i
A
C

228
363

B
A

713
572

B
B
B
A
B
A
A

78
199
101
13

192
80

131 I

Official estimates of capital consumption and o f the gross and net capital stock 
were first published in the 1956. 1964 and 1966 Blue Books respectively. It is 
convenient to consider them together because they are calculated jointly.

Concepts
The amount of fixed assets currently consumed in production cannot be measur
ed directly, for it is primarily the services of fixed assets that are used up and 
their consumption is not observable. Moreover the measurement o f capital 
consumption requires judgements about the timing o f the services expected from 
capital. Most owners of fixed assets provide for depreciation in their accounts 
but these provisions are not suitable for the national accounts because generally 
they are based on original cost and take no account of changes in prices since the 
time o f purchase; nor are they necessarily on a consistent basis between one 
enterprise and another as regards the periods over which assets are written off. 
For the national accounts depreciation, like other transactions, needs to be 
measured at current prices and, in the general absence o f such measurement by 
enterprises themselves, it has to be specially estimated.

In order to make the estimates it is necessary to make broad assumptions 
about the expected lives of fixed assets and their pattern o f utilisation. It is 
rarely feasible to take into account changes in expectation o f life due to obsoles
cence. Obviously there are limits to the degree o f detail in which the calculations 
can be made and to the amount o f knowledge available centrally on lengths of 
life and the pattern o f utilisation. Assets are assumed to render their services, 
and in this sense to be consumed, in equal amounts in each year o f their life— 
the ‘straight line’ basis of depreciation. This will be a better approximation for 
some assets than for others. Clearly the estimates of capital consumption can 
only be rough; they are not likely to be much affected, however, by errors in the 
assumed lengths of life. If the length of life is underestimated capital consump
tion in respect of each relevant asset in a particular year will be overstated but 
the error is likely to be offset by the allowance for capital consumption being 
made in respect of too few assets.

Another source of error is the difficulty of measuring the current costs of 
replacing assets. Capital consumption should be valued at the cost of replacing 
capacity but so far it has only been possible to value it at the estimated cost of 
replacing existing fixed assets with identical assets. Consequently the capital 
consumption estimates fail to allow for technological change.

The estimates of capital consumption can be deducted from the estimates of 
gross fixed capital formation to give estimates of net fixed capital formation.

Net fixed capital formation, like gross fixed capital formation, reflects the two- 
dimensional nature of capital—quantity and future life—and neither gross nor 
net fixed capital formation measures the change in annual productive capacity. 
Future research may improve knowledge of the length of life o f assets, the 
pattern of their utilisation and their replacement costs. The general method 
described below, however, appears to be the best way of making comprehensive 
estimates from the information at present available.

The capital stock comprises investments from many past years and conse
quently consists of assets which vary in age, in the intensity with which they 
have been used and the extent to which they have become obsolete. In aggre
gating the assets of which the stock of capital is composed these disparities
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384 Groj5 domestic fixed capital formation

ought to be taken into account; it has not so far proved possible to do so in a 
way relevant to the measurement of capital as a factor of production, which is 
the mam aim of the national accounts estimates. Assets become less valuable 
as the stock of unexpired services which they represent diminishes but any 
decline in productivity with age would rarely correspond to this decline in value 
In view of this, estimates of the capital stock net of accrued capital consumption 
are not published for particular industries. Net capital stock estimates are made 
for sectors, however, and constitute that part of sector balance sheets relating 
to reproducible fixed assets, for which valuation at written-down replacement 
cost is a suitable approximation to market value. For the reasons given above in
respect of capital consumption, neither the gross nor net capital stock estimates 
make any allowance for technological change.

Methods o f calculation
The method used for estimating both capital consumption and the gross capital 
stock is mainly the perpetual inventory method first applied to United Kingdom 
data by Redfern‘4>. The official estimates are a development of those made by
Redfem and by Dean^S). jh e  calculations are described in detail in the papers 
by these authors.

The perpetual inventory method of calculation is as follows. Estimates or 
assumptions are made about the average length of life of each class of asset 
separately distinguished. Gross fixed capital formation is then estimated for 
each class of asset for L years prior to Y, where L is the average life of the class 
of asset in question and Y is the year for which capital consumption and the 
gross stock are to be estimated. Price indices are applied to these estimates to 
convert them to constant prices. The estimates at constant prices are then 
aggregated for L years to obtain the estimate of the capital stock. Division of the 
capital stock by L gives the estimate of capital consumption at constant prices. 
The price indices are then used to convert to whatever price basis is required; 
for example current prices in year Y for capital consumption.

The estimates of net capital stock (capital stock less accrued capital consump
tion) are also first calculated at constant prices and then converted to current 
prices. The net capital stock at the end of 1958 was estimated at constant prices 
for the various industries and the resulting total capital stock was then analysed 
by sector. These base-year estimates were then projected to earlier and later 
years by estimates of net fixed capital formation by sector at constant prices. 
The resulting estimates are converted to current prices to obtain estimates at 
current replacement cost.

The published tables
Capital consumption is analysed by type of asset at both current and constant 
prices (Table 61 of the 1967 Blue Book), and by institutional sector at current 
prices (Table 62 of the 1967 Blue Book). The corresponding estimates of net 
fixed capital formation (gross fixed capital formation less capital consumption) 
are also shown (Tables 63 and 64 of the 1967 Blue Book).

Redfem, ‘Net investment in Fixed Assets in the United Kingdom, 1938-1953’, Journal 
of the Royal Statistical Society, Series A (General), Volume 118, Part 2, 1955.

'5>G. Dean, ‘The Stock of Fixed Capital in the United Kingdom in 1961’, Journal of the 
Royal Statistical Society, Series A (General), Volume 127, Part 3, 1964.
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Capital consumption is also deducted from gross national product (in Tables 1 
and 14) to arrive at an estimate o f national income or net national product. It 
should be noted that there are certain items of imputed income in gross national 
product with which the estimates of capital consumption at current prices are 
not strictly comparable. These items are the gross incomes imputed to the central 
government and to local authorities in respect of (a) non-trading properties 
(offices, schools, etc.) owned by them and (b) those trading activities for which 
the deficiency is treated as a subsidy (for example housing) or for which the sur
plus is treated as a tax on expenditure (the Post Office until March 1956). The 
imputed incomes in these cases are represented either by the loan charges payable 
on the assets or by an amount based on the rateable value of the assets. In neither 
case are the imputations comparable with the corresponding figures o f capital 
consumption which are based on the current cost of replacing the existing assets. 
For comparability with the figures of capital consumption, some addition should 
be made to these imputed incomes, which would have the effect o f slightly in
creasing the national income. Also, in general no income is imputed in the 
accounts in respect of non-trading assets, other than buildings, owned and used 
by public authorities, although these assets are covered by the estimates of capit
al consumption; the amounts involved are relatively small. No attempt is made 
to adjust the figures in the national accounts for these inconsistencies.

Net capital stock at current replacement cost is analysed by sector and type 
of asset (Table 65 of the 1967 Blue Book). The total gross capital stock at 
constant replacement cost is analysed by twenty-six industries and by five types 
of asset (Table 66 of the 1967 Blue Book). In addition, separate figures for 
buildings and for plant and machinery are given for eight industrial groups 
comprising manufacturing excluding textiles, for construction, and for distri
bution and other services (Table 67 of the 1967 Blue Book). The estimates of 
capital stock relate to the end of the year.

Estimates of depreciation are also given in the notes at the end of the Blue 
Book. These figures cannot be used in conjunction with the statistics of gross 
fixed capital formation because, with few exceptions, they are based on the 
original cost of the assets concerned. As pointed out above, such estimates are 
not appropriate to national income measurement. The depreciation allowances 
for unincorporated businesses, companies and, up to 1964, local authorities are 
the statutory allowances for income tax, including investment allowances; the 
allowances are described in the annex to this chapter. These depreciation allow
ances are significant in the national accounting context because taxes on income 
have been levied on the basis of the net profits after deducting these allowances; 
they may differ from the depreciation provisions shown in the enterprises’ own 
accounts and they are subject to substantial changes from year to year due to 
changes in the rates of allowance. Figures for the two latest years are subject to 
amendment. The figures for public corporations and the central government are 
the sum of the depreciation provisions shown in the published trading accounts 
plus estimates of the renewals of certain fixed assets that were charged to revenue 
in some of these accounts.

4

Statistical sources
From 1948 the estimates of fixed capital formation used in the perpetual 
inventory are the latest estimates made for the national accounts. Estimates for 
the earlier part of the period were last published in the 1963 Blue Book.
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The principal sources for years before 1948 are:
(a) capital expenditure statistics for local authorities and public utilities-
(b) estimates of capital expenditure in manufacturing and construction,
distribution and other services prepared by the Department of Applied Econo
mics of Cambridge University(6); these estimates are based on samples of
company accounts;
(c) Dean’s projections of (b) back into the nineteenth century;
(d) Dean’s estimates of fixed capital formation in the second world war;
(e) statistics of the number of houses built for private owners.
Since the publication of Dean’s paper separate estimates have been made for 

Timber, furniture, etc.’ and ‘Construction’. Estimates of fixed capital formation 
prior to 1948 do not distinguish between these two industries and the division of 
the capitol stock in 1948 has been made on the basis of indirect evidence on the 
relative importance of the two industries and is very rough. However, by the 
end of 1966 investment prior to 1948 accounted for only about 30 percent of the 
capital stock for ‘Timber, furniture, etc.’ and some 10 per cent for ‘Construction’.

The price indices for the years before 1948 are as described in Redfem’s paper,* 
except for plant and machinery in manufacturing and construction, distribution 
and other services, for which an index from Feinstein’s monograph is used; this 
index was constructed by averaging engineering wage rates and the cost of 
materials. The price indices for years from 1948 are those used in estimating 
fixed capital formation at constant prices, which are described in Section 3 above.
Lengths o f life
The average lives are intended to take into account accidental damage by fire or 
other causes. Assets destroyed in the war are eliminated so far as possible from 
the capital stock.

For manufacturing, construction, distribution and other services, the average 
lives used in the calculation of the capital stock and of capital consumption are 
those estimated by Dean from the gross stock estimates for 1938 in Feinstein’s 
monograph and the estimates of fixed capital formation in years prior to 1939 
referred to above. The average life estimated for buildings is 80 years; for five 
groups of plant and machinery the estimated average lives are 16, 19, 25, 34 and 
50 years respectively. The basis of these estimated average lives and their relation
ship to those implied by Inland Revenue depreciation allowances are described 
in Dean’s paper. Except for textiles, the estimates of the gross capital stock 
obtained using these average lives compare reasonably closely with Barna’s 
direct estimates based on fire insurance values Only rough estimates have so 
far been made for textiles which has therefore been included in the residual 
group ‘Other industries’. For dwellings an average life of 100 years is assumed. 
For coal mining, gas, electricity, railways and the Post Office the lengths of 
life assumed are generally those employed by the undertakings concerned in 
estimating depreciation for their own accounts. An assumed life of 100 years is 
used for railway track, buildings and works, for which no provision for depreci
ation is made in the railways’ accounts. An estimated life of 40 years is used for 
mine-workings.

‘6*C. H. Feinstein, Domestic Capital Formation in the United Kingdom 1920^1938, Cambridge 
University Press, 1965.

Barna, ‘The Replacement Cost of Fixed Assets in British Manufacturing Industry in 
1955’, Journal o f the Royal Statistical Society, Series A (General), Volume 120, Part I, 
1957.
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Some roadwork lasts indefinitely and does not depreciate, while some needs 
to be renewed periodically. In the national accounts, however, nothing is in
cluded for roads in the estimates o f capital consumption. Since no imputation 
for the use of roads is made in measuring the gross national product (see page 267) 
no deduction is made for depreciation o f roads in estimating the national income.

Reliability
The capital consumption estimates may all be regarded as falling within cate
gory C of the gradings described on pages 39 to 41, that is as having a margin 
of error of more than 10 per cent. For the grading o f the capital stock estimates 
it is useful to extend the three categories generally used in tins volume, for while 
most of the estimates may be classified to category C, some of them are much 
less reliable than others. A further limit at 20 per cent is therefore used; category 
C is limited to errors o f up to 20 per cent and a fourth category, D , is used for 
errors of more than 20 per cent.

Reliability of estimates of gross capital stock at constant replacement cost 'll

A ±  less than 3 per cent 
B ±  3 to 10 per cent 
C db 10 to 20 per cent 
D  ±  more than 20 per cent

Grading

Gross capital 
stock at 1958 

replacement cost 
at end 1966 

£ thousand million

Agricultural plant and machinery.......................... B 0-8

Mining and quarrying.............................................. D 1*5
Manufacturing, excluding textiles.......................... B 22-9
Construction.............................................................. C 1-3

C 1-3
Electricity .................................................................. C 7-0
W ater.......................................................................... D 2-3

Railways .................................................................... D 5-5
Road passenger transport........................................ C 0-4
Shipping .................................................................... B 2-5
Harbours, docks and canals.................................... D I'O
Air transport.............................................................. C 0-6
Postal, telephone and radio communications . . . . C 2-4

Distribution and other services................................ D 11-8

Private dwellings ...................................................... D 21-5
Public dwellings........................................................ C 10-8

Roads<2> .............................................. D 2-5
Other public and social services ............................ C 7-1
Other industries.......................................................... D 4-5 •

Total gross capital stock .......................................... C 107*7

**For the significance of the reliability gradings see pages 39 to 41. 
‘2‘Excluding the non-renewable element more than 75 years old.
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A N N E X

I N L A N D  R E V E N U E  D E P R E C I A T I O N  A L L O W A N C E S

For the purposes of income tax, corporation tax and, previously, profits tax, 
there is a system of allowances for capital expenditure on a number of classes of 
fixed assets incurred in a trade or business or in connection with agriculture or 
forestry. The qualifying assets include plant and machinery, vehicles (including 
ships and aircraft) and industrial buildings, but exclude dwellings, commercial 
buildings, such as hotels, shops and offices, and non-trading assets of the 
government and local authorities. But from 1965/66 there are no allowances in 
respect of local authorities’ trading assets because local authorities ceased to be 
liable to income tax and are not charged to corporation tax. The system which 
applies to expenditure incurred on or after 17 January 1966 provides for;

(a) An initial allowance at a specified percentage of the cost of the asset for 
the year in which the expenditure is incurred, that is becomes payable. The 
initial allowance is not given when a relevant grant is paid for expenditure under 
one or other of the several schemes providing for the payment of investment 
grants.

(b) Annual writing-down allowances which are given until these, together 
with any initial allowance, have completely written off the original cost of the 
asset less any relevant ^ant or until the asset is sold or ceases to be used in the 
trade. For industrial buildings, the allowance is normally at the rate of 4 per cent 
of the cost of construction (2 per cent for expenditure incurred on or before 5 
November 1962). For plant and machinery, the allowance is normally given by 
the reducing-balance method at a rate of either 15, 20 or 25 per cent o f the 
written-down value. For expenditure incurred on or before 5 November 1962 
the writing-down allowances vary according to the type of plant concerned.

(c) A final balancing allowance or balancing charge to adjust the total of 
initial and writing-down allowances to agree with the cost of the asset to the 
taxpayer less the proceeds of its resale.

For expenditure incurred before 17 January 1966, the system also provided 
for investment allowances which were given, at a specified percentage of the cost 
of the asset, in addition to the other depreciation allowances for the year in which 
the expenditure was incurred.

Under the scheme for free depreciation, which operated during the period 
from 3 April 1963 to 16 January 1966, a trader could take what writing-down 
allowance he chose in respect of expenditure incurred on plant and machinery 
used for industrial purposes in specified development districts. Free depreciation 
in respect of expenditure incurred on ships was introduced from 6 April 1965 
and continued to be available after 16 January 1966.

The following table gives the rates of initial and investment allowances from 
7 April 1954 to 5 April 1968 for industrial buildings and most plant, machinery 
and vehicles. There are other rates which apply, for example to new ships, new 
mining work, and scientific research assets.
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Rates of initial and investment allowances
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Percentage

Date expenditure incurred

1

Industrial buildings
Plant, machinery and 

vehicles

Initial
allowance

Investment
allowance

Initial
allowance

Investment 
allowance (♦)

7 April 1954 to 17 February 1956 10 20‘2> 20
18 February 1956 to 14 April 1958 10 20
15 April 1958 to 7 April 1959 . . . . 15

10
30

208 April 1959 to 5 November 1962 5 10‘3){4)
6 November 1962 to 16 January 

1966 .................... .................... 5 15 10
30‘5>

30
17 January 1966 to 5 April 1968. . . . 15

~

9

J

‘UNot on ordinary motor cars.
<2'On private cars and second-hand plant only.
‘3>30 per cent on private cars and second-hand plant.
‘•♦’Restricted after 16 April 1961 for cars costing more than £2,000. 
‘5’Where no investment grant.
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Chapter XIII

Progress
Work

1. CONCEPTS
Two classes of assets are distinguished in the estimates of capital formation.
First, physical productive assets which yield a continuous service beyond the
period of account in which they are purchased; these assets are termed fixed
assets and are dealt with in the preceding chapter. Secondly, assets for use in
future production, which can be used only once, and goods awaiting purchase
which constitute stocks and work in progress. Typical examples are coal awaiting
consumption, goods awaiting sale in shops and factories and partly finished
products awaiting completion in factories. Both stocks and work in progress are
to be regarded as included in the term stocks, which is used throughout this 
chapter for the sake of brevity.

With the exception noted below, the stocks taken into account here are limited 
to those which are held by trading enterprises and entered as assets in their 
balance sheets, so that increases in such stocks are added to receipts from sales 
in arriving at figures of trading profits. Expenditure incurred by persons, and by 
the non-trading branches of the central government and local authorities in 
increasing the quantities of goods they hold, is treated as consumers’ expenditure 
or as current expenditure of public authorities. These conventions are adopted 
on grounds of convenience rather than of principle; it would be quite impractic
able to attempt to measure changes in household stocks of durable or other 
consumer goods, and estimates of changes in public authorities’ stocks in such 
commodities as paper or road-making materials cannot be derived from the 
accounting records normally kept.

The exception to this rule is expenditure by the central government on building 
up stocks of food and raw materials for strategic reasons, which is here treated 
as capital formation in stocks. Also, for the years before 1953, sales of surplus 
government stores located in the United Kingdom were treated as negative 
capital formation because of their importance and special nature. These stores 
accumulated during the war were mostly sold by the end of 1952, and subsequent 
sales of government stores are treated as an offsetting item to central government 
current expenditure on goods and services, which includes purchases of stores.

A difficulty arises in the treatment of stocks held abroad. For consistency 
with the definition of company profits, capital formation in stocks should include 
all changes in stocks held by businesses operating in the United Kingdom 
whose profits are included in domestic factor incomes, including changes in 
stocks which they hold abroad. Changes in stocks held by businesses operating 
overseas should be excluded, their profits being part of net profit income from 
abroad and any change in their stocks being part of net investment abroad. The 
figures of stock changes are collected on this basis, but this leads to an incon
sistency with the balance of payments statistics where imports are normally
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recorded, not when the change of ownership occurs, but when they enter the 
United Kingdom. Where stocks held abroad are eventually imported the incon
sistency is one of timing, but where a business holds stocks abroad permanently 
the inconsistency between changes in stocks and imports remains uncorrected. 
Although inconsistencies of timing, which are further discussed at the end of 
this section, may sometimes be significant, particularly in the quarterly accounts, 
the long-term discrepancy between changes in stocks and imports is not thought 
to be serious, since one would not expect businesses operating mainly in the 
United Kingdom to engage in substantial stockbuilding overseas.

The valuation o f stock changes
The appropriate valuation of stock changes gives rise to both conceptual and 
practical problems. In times of rising prices commercial accounting data, from 
which most of the available statistics of stock changes are derived, record greater 
investment in stocks, and correspondingly greater profits, than seems justifiable 
on the principles adopted for national income accounting; in times of falling 
prices, commercial accounting methods show lower investment in stocks and 
lower profits. A method of adjusting the accounting data is therefore adopted 
for the measurement of national income and expenditure; this adjustment 
requires an equal subtraction—described as stock appreciation—from account
ing figures of profits and from the change in the book value of stocks when 
prices are generally rising, and an addition when prices are generally falling. 
The origin of the problem, and the method of dealing with it are described in 
general terms in the following paragraphs. A more detailed account of the 
method of statistical adjustment is given in Section 4 of this chapter.

The national income has been described in Chapter I as the resources available 
for consumption or adding to wealth. Part of this addition to wealth may consist 
of an increase in stocks and work in progress, but the essential feature of stock 
changes is that they represent uncompleted and unrealised transactions. Thus, 
in contrast to the valuation of most other final expenditures, which can be 
valued at the prices at which those goods and services are sold, the method of 
valuing stock changes must within certain limits be a rather arbitrary process.

The problem may be put another way. The trading surplus of a manufacturing 
enterprise is its receipts from sales less its operating costs. The problem then is 
how that part of its operating costs which represents materials used should be 
valued. Again, the valuation must be arbitrary because the use of materials is not 
in itself an actual market transaction. The internal transfer of materials from 
stock into the manufacturing process is a notional transaction, the valuation of 
which affects the measurement of the trading surplus or profits and the measure
ment of the change in stocks.

These two questions—the valuation of materials used which affects profits, and 
the valuation of the change in stocks—must be answered consistently. The 
problem of valuing these imputed transactions is common to both commercial 
accounting and the measurement of national income and expenditure* For 
either purpose, the solution must be to some extent arbitrary.

<r%.—

Accounting valuations and national income concepts
It is thought that the solution most commonly adopted for commercial account
ing is to value the stock of unused materials and work in progress at cost or 
realisable value, whichever is the lower. The stock is deemed to consist of the
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most recent acquisitions, since it is assumed that materials are used in the order
of their acquisition on the ‘first in, first out’ or FIFO convention. Thus the value
of materials cliarged to operating account is their original cost of acquisition
plus, when prices are falling, the loss arising on unused materials between the
time of acquisition and the time of their valuation at current prices. It is not of
course necessary explicitly to put a valuation on each unit of material used - the
same result is reached by reckoning profits as receipts from sales less actual
expenditure plus the closing stocks valued at cost or realisable value, whichever is
lower, less the opening stocks valued at cost or realisable value, whichever is
lower. The closing stocks may be regarded as an imputed sale to the following
period of account, the opening stocks as an imputed purchase from the preceding 
period of account. ®

The effect of this method of commercial accounting is that when prices are 
rising operating costs attributed to materials used in production in a period are 
less than the average costs of replacing during the period the quantity of materials 
used. When prices are falling the converse is true but in addition, by valuing the 
stock of unused materials at realisable value which will be lower than original 
cost, the contribution of materials to operating costs is further increased above 
the average costs of replacing the quantity of materials used.

For national accounting purposes it is appropriate, because it is generally 
more consistent with the valuation of all transactions (actual and imputed) at the 
prices current in the period of account, to treat as a current cost all expenditure 
required to maintain intact the physical quantity of stocks. Hence the internal 
or imputed transactions of using materials should for national accounting 
purposes be valued at the current, or replacement, prices; this implies that profits 
should be the excess of receipts from sales over operating costs, valuing the 
materials incorporated in the sales at replacement prices. Profits should be 
recorded after charging to operating account the replacement cost of maintaining 
intact the physical quantity of stocks. By contrast, in systems of commercial 
accounting, what is charged to operating account is usually the cost of maintain
ing intact the money value of stocks.

In the national accounts, every change in stocks throughout a period should 
strictly be valued at current replacement prices to match a corresponding valu
ation at current replacement prices of materials used; changes in the value of 
stocks would then reflect only changes in physical quantities. That part of any 
rise in assets shown by commercial accounting which reflects a rise in the prices 
at which stocks are valued should be regarded from the point of view of national 
income accounting as a capital gain—an imputed and unrealised capital gain— 
not as income. Conversely, when prices are falling the loss on stock values, which 
is part of trading losses in commercial accounting, should be treated for national 
accounting purposes not as an offset to income, but as an imputed capital loss.

' As mentioned in Chapter II, the valuation of total stocks held at the beginning 
and end of the period of account for national and sector balance sheets should 
theoretically be made at replacement prices. Stocks revalued at replacement 
prices are likely to be equivalent to stocks at book values when prices are falling, 
but the two will usually differ when prices are rising. The extent of this difference 
depends upon the extent to which prices are rising and the period for which 
stocks are held. The difference is unlikely to be large, however, and would 
normally be well within the margin of error in the estimates of the book value 
figures. o-
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Method o f adjustment
It follows from the objectives of the national accounts set out above that, in an 
ideal system of accounts, the internal transactions occurring when materials are 
used in production and when goods are finished and transferred temporarily to 
stock, would be valued at the prices current at the time of use or transfer. If all 
such internal transactions could be recorded, all additions to, and withdrawals 
from, stock would be accounted for as they occurred, and the need for valuing 
stocks at a point in time would not arise in compiling the accounts of trans
actions.

In practice, of course, the information does not exist from which estimates on 
these principles could be compiled. An indirect approach must therefore be 
made by seeking to measure the physical change in stocks, using chiefly the data 
relating to the accounting values of stocks at the beginning and end of a period 
of time. The method adopted in the United Kingdom—similar methods are used 
in other countries facing the same statistical problem—is to revalue the account
ing figures of both opening and closing stocks, by the use of price indices, at the 
average market prices of the period. The difference between the revalued opening 
and closing stocks is then treated as the net investment in stocks at current prices 
for national accounting purposes.

It must be emphasised that this method of adjustment does not give the same 
result as would a complete revaluation at replacement prices of materials added 
to, or withdrawn from, stock. It would give a close approximation if the quantity 
of stocks held rose or fell at a uniform rate throughout the period. The difference 
arises from the fact that the simple average of prices during a period is unlikely 
to be the same as an average of, say, daily prices weighted by the increments or 
decrements in stocks of each day. The method outlined, however, seems to be the 
nearest practicable approach to the result that would be secured if the imputed 
transaction of transferring materials from or to stock were to be valued at the 
replacement prices current at the time. The use of quarterly data relating to 
stocks which are now widely available gives a rather better approximation to the 
theoretically ideal basis than was possible when annual data only were available.

The difference between investment in stocks, or the value of the change in the 
physical quantity of the stocks, measured in this way, and the value of the change 
in stocks shown by the accounting data, is the amount of stock appreciation, 
which may be positive or negative. The statistical methods employed for the 
revaluation are described in more detail in Section 4 of this chapter.

Consistency with other forms o f national expenditure
The problem of securing consistency of data is particularly acute in connection 
with statistics of stocks. The basic information about stock changes is obtained 
from what are essentially accounting data and relates to the change in the value 
of stocks consistent with the estimates of trading profits. The statistics may be 
complete and accurate, but recorded at a different stage of distribution, or at a 
different time, from the statistics of other forms of national expenditure. For 
instance, estimates of consumers’ expenditure are sometimes derived, not from 
data referring directly to consumers’ retail purchases, but from statistics o f 
supplies available as shown by production and import data; they do not there
fore take account of changes in stocks at all points in the chain of distribution. 
Hence an increase in supplies of a particular commodity may appear in the
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394 Stocks and work in progress

estimates of national expenditure as a rise in consumers’ expenditure and also 
be double-counted as a rise in distributors’ stocks.

The problem of consistency also arises in connection with the recording of 
imports and exports. As mentioned at the beginning of this section, imports and 
exports are recorded in the balance of payments statistics when they enter and 
leave the United Kingdom and this leads to inconsistency with the statistics of 
stocks, which include changes in stocks on the basis of ownership. Stocks 
acquired abroad by businesses operating mainly in the United Kingdom will be 
included in imports only when they enter the United Kingdom. For example 
annual crops such as tobacco may be bought and included in stocks at the time 
of auction but imported into the United Kingdom throughout the year as they 
are required. At times when the level of imports (or exports) is changing rapidly 
there may well be very substantial inconsistency between imports (or exports) 
and the stocks estimates. Some conjectural adjustments are made for obvious 
known cases of inconsistency although precise correction is impracticable. For 
example, an adjustment is included in the stockbuiding of ‘Other industries’ 
in the second and third quarters of 1966 to allow for goods for export held up at 
the docks by the seamen s strike. The goods were excluded from manufacturers* 
stocks some time before they were included in exports, and the unusual delay had 
a significant effect on the consistency of the quarterly figures.

A further instance of the way in which the difficulty of achieving consistency 
may arise is in the manufacture of goods with long periods of production. 
Usually the purchaser of such goods makes progress payments to the manu
facturer during the course of production, and this expenditure is recorded as 
fixed capital formation by the purchasing industry or, in the case of equipment 
for military defence, as current expenditure on goods and services by public 
authorities. It is not generally possible, however, to collect from producers data 
on the value of the work in progress after deducting progress payments received 
from customers and including progress payments made to sub-contractors and 
out-workers. Where these transactions are of particular importance, therefore, 
as in shipbuilding and construction, special estimates are made which attempt 
to achieve consistency. These are described in Section 3 of this chapter.

2. THE P U B L I S H E D  TABLES

A N N U A L  T A B L E S
The annual tables which relate specifically to stocks show analyses of stock 

changes and of the total book value of stocks held at the end of the most recent 
year by industry and by sector. In the case of manufacturing stocks, there is also 
a  breakdown by type of asset, that is materials and fuel, work in progress and 
finished products.

Analysis by industry
The classification by industry is based on the Standard Industrial Classification, 
J958. The analysis by industry is given in three tables of the Blue Book (Tables 
68 to 70 of the 1967 Blue Book), the first of which shows both the book value of 
the stocks held at the end of the most recent year, and the annual changes in 
book value for the following industrial groups: (a) agriculture; (b) forestry; 
(c) mining and quarrying; (d) manufacturing—(i) food, drink and tobacco,
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(ii) chemicals and allied industries, (iii) metal manufacture, (iv) engineering, 
shipbuilding and vehicles, (v) textiles, leather and clothing, (vi) other manu
facturing- (e) gas, electricity and water; (f) retail distribution; (g) wholesale, 
distribution (from 1957 only)—(0 wholesale distributors, (ii) dealers in coal, 
industrial materials and machinery; (h) other industries (including wholesale 
distribution for years up to 1956)—included here are estimates which cover 
construction, transport and communication, and miscellaneous services; details 
of the composition of these estimates are given on pages 399 and 400; and (j) 
central government—these estimates cover (i) those central government trading 
bodies not included with their appropriate industries and (ii) strategic stocks; the
coverage is described on page 400.

The table includes one overall estimate for stock appreciation, which is that 
part of the change in the book value of stocks which arises from increases in the 
prices at which stocks are valued. The estimate is not shown separately for each 
industry because of the uncertainty of the figures, although industry estimates 
are implied by the difference between the figures o f the change in the book value 
and the value o f the physical increase for each industry.

The two other tables show estimates o f changes in the physical quantity of 
stocks, measured at current prices and at constant prices. From 1956 onwards 
these figures are given separately for the manufacturing industries listed above 
and for retail distribution; figures for wholesale distribution are shown from 
1957 onwards. Estimates for all the remaining industries combined are also 
given. Figures for years prior to 1956 have been published only for total manu
facturing and all other industries combined.

From 1956 estimates for manufacturing, retail and wholesale distribution are 
on a business unit basis; the estimates for earlier years are on an establishment 
basis, although the difference is o f little importance in the case o f retail dis
tribution. The business unit generally relates to the whole o f a company or group 
of companies, but where a firm is engaged in a number of different activities 
separate returns are collected for each main activity. Thus where a company is 
engaged in both retailing and other activities it would make separate returns for 
its retail stocks if retail distribution is a distinguishable part of its operations. 
Classification by the business unit rather than the establishment nevertheless 
increases the stocks classified as held by manufacturing industry rather than 
wholesalers or retailers and brings within the scope of the figures stocks not held 
at establishments in the United Kingdom, but held abroad or afloat.

It should be noted that the analysis of manufacturing stocks by type of asset 
is an economic rather than a commodity classification. It relates to the classifi
cation of the status of stocks in the business of the stockholder. The same kind 
of items may be reported as finished products by one manufacturer but as 
materials by another, and the aggregate of the figures for both materials and 
fuel and for finished products, as well as that for work in progress, contains a 
high proportion of intermediate goods.

Analysis by sector
One table (Table 71 of the 1967 Blue Book) shows the change in book value, the 
stock appreciation and the value of the physical increase for the stocks of each 
sector. An estimate is also given of the total book value of the stocks held at the 
end of the most recent year by these sectors, that is by the personal sector, com
panies, public corporations and the central government.
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396 Stocks and work in progress

The estimates of stocks held by the personal sector represent exclusively
stocks held for business purposes by farmers, professional persons and other sole 
traders and partnerships.

The changes in stocks held by public corporations do not include transfers of
stocks resulting from the acquisition or re-acquisition of undertakings The
figures for the central government relate to the stocks of all the trading bodies
listed on page 296 and to stocks purchased under the strategic stockpiling 
programme. ^

Although the trading enterprises of local authorities must hold some stocks 
no information relating to them is included in Local Government Financial 
Statistics and they are assumed to be sufficiently small to be ignored.

QUARTERLY TABLES

Quarterly estimates of changes in the value of the physical increase in stocks 
are published quarterly in Economic Trends and each month in the Monthly 
Digest o f Statistics. In the Monthly Digest o f Statistics the estimates are given 
both at current prices and at constant prices seasonally adjusted in respect of 
manufacturing industry, retail distribution, wholesale distribution and other 
industries. The estimates for manufacturing industry are shown separately for the 
industries listed above and are also subdivided by type of asset. The figures for 
manufacturing and the distributive trades are first published each quarter in the 
Board o f Trade Journal. Estimates of the book value of stocks held are also given 
in this table for each category separately distinguished. The table published in 
Economic Trends shows four industry groups only—manufacturing, retail 
distribution, wholesale distribution and all other industries—with no analysis by 
type of asset, but the constant price series before seasonal adjustment for each 
of these industry groups is also given and the series (apart from the separation of 
the distributive trades) have been published from 1955.

Quarterly estimates of total stock appreciation, to which no seasonal adjust
ment is made are also published quarterly in Economic Trends and in the Monthly 
Digest o f Statistics. This series also has been published from 1955.

Quarterly estimates of changes in the book value of stocks by sector are 
included in the tables published in Financial Statistics. Estimates for the personal 
sector, companies, public corporations and central government are given in their 
respective capital accounts.

3. STA TISTIC A L SOURCES

Until the results of the first post-war census of production for 1948 became 
available, it was impossible to attempt to build up brick by brick an estimate of 
the total change in the value of stocks. Although there was always a certain 
amount of fragmentary information about particular categories of stocks, 
serving to some extent as a check on the total, the change in total stocks was 
necessarily obtained as a residue. For 1948 onwards, however, the estimates 
have been derived from information relating to each significant stockbuilding 
industry. The sources of the book value figures for individual industries are 
described below.
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ESTIMATES FOR I N D I V I D U A L  SECTORS

The analysis by sector has been obtained by subdividing between the different 
sectors each of the items in the analysis by industry, and aggregating the results 
in order to obtain sector totals. The estimates for public corporations are derived 
from quarterly returns of their transactions made by the mam corporations and 
from their published annual accounts. Changes in stocks held by the central 
oovemment are estimated from published accounts and quarterly returns made 
by the appropriate departments. The division of the increase in the value ot 
stocks of private enterprises between companies on the one hand and unincor
porated businesses on the other is in most cases based on estimates o f me 
relative net outputs of companies and unincorporated enterprises; for this 
purpose the ratio of wages, salaries and profits for companies to the corres
ponding sum for unincorporated enterprises is taken. This method of dividing 
the increase in the stocks of private enterprises may be subject to a considerable
margin of error.

ESTIMATES FOR I N D I V I D U A L  INDUS TRIE S

Agriculture
The estimates of agricultural stocks arise from the annual calculation o f income 
from farming, which is made for the farm year from June to May (see page 143). 
The raw materials included are feedingstuffs and fertilisers purchased from 
merchants or manufacturers; work in progress comprises livestock and growing 
crops, grass and cultivations as recorded in the annual agricultural census, 
stocks of finished products consist of harvested hay, potatoes and cereals. 
Feedingstuffs and fertiUsers are valued at prices paid to suppliers, net o f subsidy 
where applicable; the other items are valued at estimated average unit costs of
production.

Changes in the value o f stocks for farm years are converted to calendar years 
by taking 5/12 and 7/12 of the changes in the appropriate farm years. This cannot 
be regarded as a satisfactory method of estimating the change in stocks during 
the calendar year, but the figures obtained in this way are consistent with the 
fanners’ income figures. Quarterly estimates are generally a smooth interpolation
of the calendar year figures.

Forestry
Annual figures are taken from the trading accounts of the Forestry Commission 
and central government forestry in Northern Ireland; they represent the net 
cost, including interest, of growing timber during the year. Calendar year and 
quarterly estimates are smooth interpolations of the financial year figures taken 
from the trading accounts. In estimating the level of forestry stocks, the cumu
lation of such costs is supplemented by an estimate of the value of standing 
timber in private woodlands, made by the Forestry Commission.

Mining and quarrying
Quarterly estimates for coal mining are provided by the National Coal Board. 
For other mining and quarrying, the source is the census of production. Coal 
stocks are valued at selling prices less specific provisions for loss, degradation, 
lifting and marketing expenses and general provisions assessed in the light of all 
the circumstances.
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398 Stocks and work in progress

Manufacturing

Data on the value of stocks held by manufacturing industries are collected bv 
means of various inquiries carried out by the Board of Trade. The structure of 
these inquiries IS broadly similar to those for retail distribution and wholesale 
distribution. Firstly, a comprehensive census or benchmark inquiry is undertaken 
at intervals of about five years; secondly, a simple annual census or inquiry 
usually on a sample basis, is carried out for the intervening years; and thirdly
information is collected either monthly or quarterly from a more limited number 
of businesses on a voluntary basis.
_ The basic source of information about the stocks of manufacturing industry 
is the census of production. The first post-war census in which information was 
collected was for 1948 and the census has included similar questions in each 
subsequent year. A description of the census and extracts from the census form 
for 1966 are given in Appendix II. The reporting unit in a detailed census is the 
establishment. The sample censuses from 1959 onwards are on a business unit 
basis, though earlier sample censuses were on an establishment basis. The census 
of production asks for figures of opening and closing stocks divided between (a) 
materials and fuel, (b) work in progress and (c) stocks of finished products. The
figures for stocks of materials and fuel in the food, drink and tobacco industry 
include tobacco held in bonded warehouses.

The quarterly sample inquiry was started by the Board of Trade in 1954; 
unlike the census, it is on a voluntary basis. The businesses reporting the value 
of their stocks and work in progress each quarter account for about two-thirds 
of total manufacturing stocks but the selection is not fully representative; 
businesses holding large stocks are necessarily over-weighted in the sample. The 
statistics from the annua! census are generally not available until about twelve 
months after the end of the year; until then the annual, as well as the quarterly 
figures, are based on the results of the quarterly inquiry.

The problem of measuring work in progress consistently with other forms of 
national expenditure has already been mentioned in Section 1 of this chapter. 
For shipbuilding, unpaid for work in progress is assumed to be nil, so that the 
change in work in progress is assumed to be charged to the customer’s capital 
account and included in the estimates of fixed capital formation by the shipping 
industry. The change in work in progress on ships for overseas customers is also 
counted as nil, although progress payments for such work are not included in 
the estimates for exports. Some element of duplication may occur in other 
industries, particularly in respect of work in progress in the heavy engineering 
and aircraft industries. The 1968 census of production includes questions to 
provide information for estimates free of this duplication in all manufacturing 
industries.

GaSy electricity and water
Quarterly and annual figures of changes in the values of stocks held, divided 
between fuel—mostly coal—and other goods, are supplied by the nationalised 
gas and electricity corporations. Stocks of domestic appliances held for sale 
through the electricity and gas showrooms are excluded since they are included 
in retail stocks.

Retail distribution
Changes in retailers’ stocks are estimated by means of the three-tier structure of
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statistical inquiries mentioned under ‘Manufacturing’. In the first place, the 
census o f distribution, taken at intervals o f about five years, provides a_ bench
mark estimate o f the level o f retailers’ stocks; secondly, the annual inquiry into 
the distributive and service industries collects information each year, except when 
a census o f distribution is being taken, from a substantial sample o f larger retail 
companies and unincorporated businesses; and thirdly, information is collected 
monthly from retailers who are able to provide a monthly figure o f stocks, and 
this limited information is used in conjunction with the results of the other two 
inquiries to compile estimates of the monthly movement of total retail stocks. 
The annual inquiries are described in Appendix II. Retailers providing monthly 
figures account on average for about one-fifth o f total retailers’ stocks, but the 
coverage differs from one kind o f business to another. The monthly returns 
provide the basis of the annual estimates until the annual data become available.

Wholesale distribution
In the present context, wholesale distribution comprises Minimum List Headings 
810, 831 and 832 of the Standard Industrial Classification, 1958. This includes 
wholesaling, that is the function of buying from a manufacturer or another 
wholesaler and selling to a retailer or another wholesaler; dealing, either whole
sale or retail, in coal, builders’ materials, grain and agricultural supplies; and 
dealing in industrial materials such as timber and metals.

The wholesale trades are covered by the annual inquiries into the distributive 
and service industries, which are described in Appendix II. Benchmark inquiries 
into the wholesale trades were made for 1959 and 1965; smaller, sample inquiries 
have been made for all other years from 1956. In these inquiries reporting is on a 
business unit basis. Quarterly information on the change in the value o f the 
stocks held by the wholesale trades is derived from a voluntary inquiry begun 
at the end of 1956; distributors providing quarterly figures account for about 40 
per cent o f total wholesalers’ stocks. The quarterly returns provide the basis of 
the annual estimates until tlie annual data become available.

Other industries
Construction. The estimates should in principle cover builders’ stocks of 

materials and fuel, and any work in progress not included in the estimates of 
fixed capital formation. Estimates of unpaid for work in progress are made each 
quarter from figures of the construction industry’s output collected by the 
Ministry of Public Building and Works. The estimates are based on the assump
tion that output normally precedes payment by some six weeks in the case of 
new work other than housing and by about four weeks in the case o f repairs 
and maintenance work. No estimate is included in respect of work in progress 
on dwellings, since the estimates for this category of fixed capital formation are 
recorded in principle at the same time as output. At present changes in builders’ 
stocks of materials and fuel are ignored.

Transport and communication. Quarterly estimates are provided by the Post 
Office and by the British Railways Board. Stocks and work in progress in engin
eering workshops are excluded from the latter, since they are already covered 
by the census of production and are included in the estimates for manufacturing. 
For other public corporations, annual figures are taken from their published 
accounts; the changes are very small. Rough estimates for the level o f stocks held 
by companies, sole traders and partnerships engaged in road passenger transport
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400 Stocks and work in progress

and sea transport have been derived from an analysis made by Inland Revenue- 
changes in the level of these stocks are assumed to be negligible. ’

Miscellaneous services. The principal groups included in this category are 
motor traders, and hotels and caterers. Estimates of the stocks held by these two 
industries are derived from 1962 and 1960 respectively from the annual inquiries 
carried out by the Board of Trade (see Appendix II). Quarterly figures are a 
smooth interpolation of the annual estimates.

Central government trading bodies. The stocks of central government trading 
bodies represent the stocks held by the trading bodies listed on page 296, other 
than those mentioned below. The estimates are derived from the published 
trading accounts and quarterly returns supplied by departments. After excluding 
forestry which is given separately in the analysis by industry in the Blue Book 
and omitting the Royal Mint, Royal Ordnance Factories and certain Atomic 
Energy Authority establishments whose stocks are covered by the census of 
production and included in the estimates for manufacturing, the stocks of the 
remaining central government trading bodies are now principally represented 
by the non-strategic stocks of the Board of Trade, although these are of little 
significance. In the early post-war years, however, included here were stocks 
held by the Ministry of Food and commodity trading divisions of the Board of 
Trade, which were of considerable importance.

Central government strategic stocks. These are stocks of food and raw mater
ials purchased under the programmes for procuring strategic reserves. The 
figures are taken from direct returns from the departments concerned of the 
value at cost of stocks purchased less receipts from sales. No adjustment for 
stock appreciation is therefore required.

I N D I C A T O R S  OF P R I C E  C H A N G E S

Prices of virtually all the important items held in stock as materials and fuel 
or finished goods and a very wide range of the smaller items are collected regu
larly by the Board of Trade, the Ministry of Agriculture, Fisheries and Food, 
and the Ministry of Power. These prices are, in general, prices paid by manu
facturers for materials and fuel and prices received by them for finished goods 
which are included in the wholesale price indices prepared and published by the 
Board of Trade. Notes on the coverage and definition of these wholesale price 
indices are given in an annual article published in the Board o f Trade Journal 
year, usually in February. On the whole, for materials and fuel the prices col
lected for the wholesale price indices will be related to the prices at which 
manufacturers value their stocks. The wholesale price information is, however, 
based on quoted market prices and various arrangements, for example long-term 
contracts and special prices, may cause some divergence from prices at which 
stocks are valued.

For those industries for which work in progress is revalued on the assumption 
that figures reflect labour costs as well as material costs, the changes in labour 
costs are estimated from Ministry of Labour data on earnings and wage rates.

4. THE M E A S U R E M E N T  OF THE VALUE OF THE PHYSICAL  
C H A N G E  IN STOCKS A N D  WORK IN PROGRESS

It has been shown above that an adjustment is required to the accounting data of 
changes in the value of stocks in order to secure an estimate of the change in
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stocks which is consistent with the general principles of national accounting. 
The method adopted was described on page 393 as the revaluation of the 
accounting figures of both opening and closing stocks, by the use of price indices, 
at the average market prices of the period. The difference between the revalued 
opening and closing stocks is treated as the net investment in stocks at current 
prices; the difference between this figure of net investment and the chanp  in the 
book value shown by the accounting data is treated as stock appreciation.

The steps in the revaluation of the opening and closing stocl^ at the average 
price of each period, usually the quarter, are described below. The description, 
which applies primarily to manufacturing industry, is set out in greater detail m 
the August 1960 issue of Economic Trends. For industries other than manu
facturing the calculations are on a more summary basis, as considered approp
riate on the merits of each case. , t •

In addition to the necessity for making basic assumptions about the valuation
underlying the accounting data, the process of revaluation requires information
or assumptions about:

(a) changes in prices;
(b) the period over which stocks are assumed to have been built up; and
(c) the commodity composition of the stocks, that is the types of commodities 
and products included in the stocks that are being revalued and their relative
importance.

Accounting conventions adopted
In order to revalue the accounting levels of stocks, it is necessary to come to some 
conclusion about the accounting conventions adopted by companies in mawng 
the estimates which they return to the Board of Trade. The general principle is to 
value stocks at cost or net realisable value, whichever is the lower (or in certain 
circumstances at replacement price if that is lower), but various methods are- 
accepted and used by accountants in applying this principle, particularly in the 
determination of cost. The cost of acquiring the stocks may be exactly known by 
recording the date and price at which each item was bought, or it may be esti
mated conventionally. Some systems accept the convention that the materials 
acquired at the most distant date are first drawn from store for processing and 
consequently that the stocks consist of the most recently acquired items. This is- 
the ‘first in, first out’ or FIFO convention, described on page 392. The opposite 
assumption is also possible—that the materials drawn from store are the most 
recently acquired and that stocks consist of the items first purchased; the last in, 
first out’ or LIFO convention. This comes closer to the national accounting 
concept of charging materials at replacement price, when stock appreciation 
would not arise. When the volume of stocks is falling the materials deemed to be 
used at any time are valued at the prices of an earlier time, which is usually a 
time less distant than would be assumed on the FIFO convention. Some stock 
appreciation may arise, but probably less than under a FIFO system. The 
valuation of the unused stocks under the LIFO system, however, is admittedly 
arbitrary; so long as the physical volume of stocks is unchanged, it is valued at 
the same prices as the opening stocks, and no change in prices during the 
accounting period is reflected in a change in the value of stocks. But when the 
volume of stocks changes, the valuation put on the change is not necessarily 
based on current prices.
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402 Stocks and work in progress

A eth er  system is to keep a running figure of the value of stocks by addina 
purchases at their actual cost and deducting issues at the average cost per unit 
of the stocks in hand before the issue is made; the average cost per unit is recal
culated either continuously, as fresh purchases and issues are made, or at fixed 
intervals. Another method is to value stocks, or some part of them, at a standard 
cost which may be changed annually or even less frequently.

It is thought that the great majority o f firms determine cost by adopting the 
first m, first out’ convention and value stocks at cost, as so determined, or net 

realisable value (or m certain circumstances replacement price), whichever is the 
lower. Most of the alternative methods in use are generally likely, in practice, to 
be fairly close to this method. The ‘last in, first out’ method is likely to give the 
most significantly different results but it seems to be rarely used.

For the purposes of revaluing materials and fuel and finished goods, therefore 
the assumption is made that all manufacturers use the FIFO convention and 
value their stocks at the lower of cost or realisable value. Although this assump
tion must result in some error in the estimates, the error is likely to be small since 
It is shown by the census of production that in none of the industrial groups do 
stocks of finished goods amount to much more than one month’s production 
or stocks of materials to much more than three months’ purchases, and generally 
to only one or two months’ purchases.

An accountant using the ‘first in, first out’ method thereby assumes that the 
stocks held at any time are those most recently bought or produced. He will 
accordingly value them either at the costs of the most recent period, going back 
far enough for the total purchases in the period exactly to equal the stocks in 
hand, or at the current realisable value, whichever is lower, in order to produce a 
book value figure. To deflate the book value figure, therefore, the correct price 
to use is either the average over the most recent period or the current realisable 
value, whichever is the lower, and this is the method employed in producing the 
estimates of the value of the physical increase in stocks.

Assumptions must also be made about the accounting methods which underlie 
the valuation of work in progress. The method commonly adopted by accoun
tants is to value work in progress at the cost of materials and fuel used, together 
with direct labour costs plus a percentage or a fixed amount for overheads. In 
the majority of trades, the time during which work in progress is accumulated 
is short and the amount of work in progress is small. The unit cost will lie 
between the unit cost of materials and fuel and that of finished goods. For these 
trades, therefore, the assumption is made that little error in the estimates as a 
whole will result from a revaluation carried out by means of a simple unweighted 
arithmetic average of the price index numbers of materials and fuel and finished 
goods. For the mechanical and electrical engineering and aircraft manufacturing 
industries, however, in which work in progress is accumulated overa considerable 
period and the amount of work in progress is therefore large, the corresponding 
revaluations are carried out on a more refined basis, with separate indices of 
material costs and labour costs weighted together in a way which reflects general 
accounting practice.

Periods over which stocks have been built up
Before the items held in stock can be revalued either at the average prices of the 
period or at base year prices, it is necessary to arrive at the average prices 
assumed to underlie the accounting valuations. The first stage in assessing these
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average prices involves estimating tlie period of time over which the level of the 
stocks is assumed to have been built up. For materials “ d fuel ^  means th^ 
months during which the stocks were purchased, and for fimshed goods and for 
work in progress the montlis during which stocks were produced. A bro 
indication of these turnover periods, for the categories for which stocks figure 
are available, can be obtained from the detailed censuses of production, which 
show, as well as the level o f stocks in each trade, the purchases of materials and
fuel and the sales of goods during the year. * • i. ^

The above method o f assessing the period over which stocks of materials and
fuel and finished goods have been built up is not adequate for work m progress
in such trades as mechanical, electrical and marine engineering and aircratt
production, in which the production process extends over a long period ot time,
perhaps up to several years. In such cases it can be shown that a high proportion
of the amount of the work in progress has been done in the most recent months
and only a small proportion in earlier months. An appropriate cost index is
therefore compiled by combining together the relative monthly cost indices
using a succession of increasing weights.

Assume that a company has four projects in hand, that each takes four months
to complete (and then, o f course, passes out o f work in progress), that each
project is begun at the beginning of the month and that an equal amount o f work
is done on each project each month. IfW i represents the value of work done on
each project in the past month, Wg represents the value of work done m the
previous month and so on, and the projects are numbered in the order in wluch
they are started, then the amount o f work in progress at the end o f any month is
made up as follows:

Wi plus W2 plus W3 plus W4 

Wi plus W2 plus W3 

W 1 plus W2

Wi
and the total of work in progress consists of 4Wi plus VN2 plus 2W3 plus W4. 
In this simplified example the cost index appropriate to work in progress for the 
most recent month should have a weight o f four, that for the previous month a 
weight of three, and so on.

Since in practice there is no means of arriving at an exact pattern, the sequence 
of natural numbers is taken as an approximate representation of the relative 
build-up of the work in progress in those trades in which the period of accumu
lation is long and the level of work in progress is sufficiently large to justify this 
refinement to the calculation. These trades together account for nearly two-thirds 
of all work in progress in manufacturing industries.

Commodity composition o f stocks
Ideally, one would like to know the composition of stocks at the end of each 
period, and use a current-weighted index of price changes to adjust the level of 
stocks each quarter. But with the exception of some items of basic materials, 
the commodity composition is not known. The only systematic information 
about the make-up within industries of manufacturers’ stocks of materials and 
fuel, and products on hand for sale, is provided by the results of the census of 
production in respect of 1948. But relatively few items of stocks were shown 
separately and 1948 was still in the period of post-war recovery, with distortions
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introduced by this assumption 
have been avoided, however, because certain of the more important tesic
materials and commodities are treated separately from the rest of the stocks of 
those industry groups in which they occur. The items concerned are imported 
wheat, cocoa, sugar, home grown barley, several steel products, raw cotton 
raw wool, natural rubber, and wood pulp. For these commodity items regular 
quarterly information is available on the quantities held in stock by manu
facturers and IS used to estimate their book value; these amounts are excluded 
Irom the reported book value figures and revalued separately. Although their 
total value is only about one-tenth of the total value of materials and fuel held in 
stock by manufacturing industry, the importance of their separate treatment lies 
in the fact that the quantities of these basic materials held in stock, or their 
pnces—and sometimes both—are subject to greater than normal variations.
Their separate treatment introduces a fairly important element of current 
weighting into the calculations.

In assessing the commodity composition of the stocks of finished goods, data 
on the pattern of sales in the separate trades distinguished in the census of 
production have been combined using the stocks held by the trades as weights to 
provide weights for the price indices for the broad groups used in these calcula
tions. This is exactly analogous to what has been done for materials and fuel and 
although the procedure is not ideal, it is generally likely to be more accurate than 
in the case of materials and fuel.

The calculations on these lines are made separately for materials and fuel, 
work in progress and finished goods for each of about twenty groups in manu
facturing industry.

Method o f adjusting the data
The price indices described above are set out for each category of stocks for each 
quarter as follows:

(a) price index at the end of the quarter; the index for the last month is used 
and is assumed to represent the market price at the end of the quarter;
(b) the average price index for the latest period covered by the number of 
months’ purchases, or sales, held in stock; this is assumed to relate to the 
original cost of the closing stocks;
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, tioa at

price at

Reial®'

] Book\̂ iieofst«fĉ
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(c) the average price index for the whole quarter.
The value of the closing stocks in each category at the end o f each quarter is 

then adjusted by the ratio of (c) to (a) or (b), whichever has the lower value in 
each case. For example, if  the values of the index are (a) 135 for the market 
price at the end o f the quarter, (b) 133 for the cost price and (c) 132 for the aver
age price in the quarter, then the value o f the closing stocks is multiplied by 
132/133 as in the table below. The value o f the opening stocks is similarly 
adjusted by the ratio of (c) for the current quarter to (a) or (b) for the preceding 
quarter, whichever is the lower.

The following table illustrates how the method of revaluation is carried out.

Revaluation at current prices of stocks change in the fourth quarter

£ thousand

1 Book value of stocks
(a) end of fourth quarter ........................................................................................j 1,600
(b) end of third quarter ..........................................................................................1 1,000
(c) increase in book value during fourth q u a r te r ................................................I 600

. Number

2 Number of months purchases in stock ..................................................................I 2

3 Composite price index for stocks held
(a) December............................................................................................................... I 135
(b) Average for November and December (assumed to be price underlying 1(a)

because.it is less than 3(a)).................................................................................. I 133
(c) Average for fourth q u a rte r .....................................................................................  132
(d) September (assumed to be price underlying 1(b) because it is less than 3(e)) 1 126
(e) Average for August and Septem ber.......................................................................  127
(f) Average for base year............................................................................................... 100

, £ thousand
4 Stocks revalued at average prices of fourth quarter

(a) Stocks at end of fourth quarter
3(c)

1(a) X ........  1 1,588
3(b)

(b) Stocks at end of third quarter
3(c)

U b )x -—  ................................................................1 1,048
3(d)

5 Value of physical increase in stocks during the fourth quarter at current prices
4(a)-4(b) ............................................................... I 540

6 Stock appreciation in the fourth quarter
l ( c ) - 5 ...................................................................... 1 60

Revaluation at constant prices
The value of the change in the physical quantity of stocks, estimated by the 
methods described above, is a measure in terms of the average prices obtaining 
in the quarter. For estimates of national expenditure at constant prices, a further 
revaluation is required, at base-year prices. This revaluation is performed for 
each category of stocks by essentially the same methods as the revaluation at
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current prices. The following table illustrates how the physical increase calcu
lated above is revalued at base-year prices.

Revaluation at base-year prices of stocks change in the fourth quarter

7 Stocks revalued at base-year prices
(a) Stocks at end of fourth quarter

3(01(a) X —  .....................................
3(b) ..........................

(b) Stocks at end of third quarter
3(f)

1(b) X — .......................................
3(d) ........................

8 Value of physical increase in stocks during the fourth quarter at base-year 
prices

3(0
7 (a ) -7 (b )= 5 x —  ..............................

3(c)

£ thousand

1,203

794

409

5. R E L IA B IL IT Y
Change in book value
The following comments relate to the estimates of the annual change in the 
book value of stocks, not to those of the value of the physical change which are 
dealt with separately. The reliability is assessed on the criterion that the value of 
stocks changes should be recorded in a manner consistent with the figures of 
profits, whatever the accounting conventions adopted by the enterprises con
cerned.

For the central govermnent and public corporations, comprehensive account
ing data are used; the estimates can be regarded as in category A of the 
gradings described on pages 39 to 41. The estimates for the company and 
personal sectors, however, can be regarded as in category C only.

The data for manufacturing industry are mainly derived from the census of 
production. The basic figures in the census may be regarded as accounting data, 
but estimation is involved for small establishments and the basic figures may 
relate to the accounting year and not to the calendar year. Hence the estimates 
are classified as in category B. The large margin of uncertainty about the esti
mates for ‘Other industries’ arises partly from the incomplete coverage of the 
information available.

There are inherent difficulties in interpreting these gradings arising from the 
very variable size of stocks changes. It is clearly not implied, for example, that 
in the extreme case when the stocks change is nil, there is no error in the estimate. 
Such a literal interpretation of the gradings is not intended. The gradings should 
be regarded as relating not to the absolute change in any one year but rather to 
the average change over a number of years, as shown in the table.

In all cases the estimates for the latest year are less reliable than those for the 
earlier years. The quarterly estimates are less reliable than the annual ones, not 
only because of the limited coverage of the quarterly inquiries but also because 
stockholders are unlikely to carry out a proper valuation of stocks each quarter.
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Reliability of annual estimates of change in book value of stocks'i ’
A ±  less than 3 per cent 
B ±  3 per cent to 10 per cent 
C ±  more than 10 per cent

Agriculture and forestry

Mining and quarrying

Manufacturing

Gas, electricity and water

Wholesale and retail distribution

Other industries

Central government

Total change in book value

Grading

Average annual 
change in book 

value,
1962 to 1966 

£ million

B 61

- 8

B 351

13

131

55

- 4

599

‘I'For the significance of the reliability gradings see pages 39 to 41.

Value o f physical change
The process of revaluation followed in estimating the value o f the physical 
change in stocks has been outlined in the preceding section of this chapter. A  
major uncertainty arises on the validity o f the basic assumptions about the 
nature of the accounting valuations. Apart from this, the chief statistical weak
nesses in the revaluation process are as follows:

(a) The element of estimation in the commodity composition o f stocks, and 
in the number of months’ purchases it represents; the latter affects the extent 
of lagging in the price indices used.
(b) The doubt surrounding the implied equality in movements o f the market 
prices used for the price indices and o f actual prices paid during the period; 
long-term contracts at special prices are a case in point.
(c) The unavoidable assumption that the average prices o f the period, as 
shown by the price indices, represent the average price of all actual or imputed 
stocks transactions. The inherent assumption in the calculation is that stocks 
change at a uniform rate throughout the period; this is unlikely to be the case 
when prices are fluctuating.
(d) The difficulty of obtaining appropriate price indices for some categories of 
stocks.
The difficulties of making accurate estimates are great and at a number of 

stages in the estimation, approximations and assumptions have to be made. By 
the nature of the basic data it is virtually impossible to obtain estimates o f a 
high degree of reliability in this field and the estimates of the value o f the physical 
change in stocks and stock appreciation should be regarded as subject to a wide 
margin of error.
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Chapter XIV

Financial Accounts
1. G E N E R A L  D E SC R IPT IO N

Financial accounts are designed to set out the financial transactions of each of 
■the different sectors of the economy systematically and in a convenient form. 
They provide a statistical framework for considering financial transactions and 
enable the transactions of one sector to be directly related to those of other 
sectors.

Financial transactions cover all transactions in financial assets and liabilities, 
including currency, which is regarded as a liability of the central government! 
Examples of assets are loans made, bank deposits, Treasury bills, company 
shares and unit trust units. Examples of financial liabilities are borrowing, hire 
purchase debt incurred, shares issued and trade debts. Financial assets are in 
every case balanced by a corresponding liability. A share is an asset to the owner 
but a liability to the company issuing it; a bank deposit is an asset to the depositor 
but a liability to the bank. When the country is considered as a whole, financial 
transactions between residents cancel out and only transactions between residents 
.and non-residents remain. The sum of these transactions is the country’s net 
acquisition of financial claims on the rest of the world. For convenience, physical 
assets held abroad are included with financial assets and the sum of the financial 
transactions for the country as a whole is equal to its investment in overseas 
.assets or its net investment abroad (see Chapter XV).

C LA S S IF IC AT IO N  OF SECTORS

The classification of sectors used in financial accounts is more detailed than 
that used in the rest of the national accounts. This is because it is necessary to 
separate out the transactions of financial intermediaries from those of other 
enterprises. The company sector is therefore divided between industrial and 
commercial companies and financial companies. In the financial accounts, 
financial companies are further subdivided into the three sectors described 
below.

Not all financial intermediaries are companies and the financial companies 
sector, which is also described as the financial institutions sector, is not entirely 
■comprehensive. The financial activities of the public sector which are excluded 
are the Post Office Savings Bank, apart from the Investment Account, the 
management of the funds of the ordinary departments of the trustee savings 
banks and the Exchange Equalisation Account; these are an integral part of 
the financing operations of the central government. However, in the financial 

.accounts, the Bank of England Banking Department is included in the banking 
sector and not in the public corporations sector, as elsewhere in the national 
accounts (see below). Stockbrokers and jobbers are included almost entirely in 
the personal sector and are excluded from the financial institutions sector. But 
.the financial transactions of life assurance companies and superannuation
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schemes are included with those o f financial institutions, even though in the 
national accounts their funds are regarded as the property o f the personal sector 
and relatively few superannuation funds have corporate status (see page 206)

The banking sector
Owing to its size, its key role in government financing, the flexibility o f its 
lending operations, and because its deposit liabilities form the major part of 
the money supply the banking sector is shown separately. The banking sector 
comprises the United Kingdom offices o f three main groups o f banks: (a) 
deposit banks, including the Bank o f England Banking Department, (b) 
accepting houses and overseas banks and (c) the discount market. In all, about 
170 separate institutions are covered. A complete list o f the banks included at 
31 December 1966 is given in Annex 1 to this chapter.

It is convenient in practice to include the transactions of the Banking Depart
ment of the Bank of England with those of the banking sector, and to record all 
transactions between the central government and the Banking Department as a 
single net figure under the heading ‘Net Exchequer indebtedness to the Bank of 
England Banking Department’. There are two minor disadvantages to this 
treatment. One is that it gives rise to a slight inconsistency, because the figures of 
saving and of gross domestic fixed capital formation for public corporations 
include those for the whole of the Bank of England. The second is that in the 
account for the banking sector, all transactions between the Bank o f England 
Banking Department and the rest of the sector are netted out.

Insurance companies and superannuation funds
Insurance companies and superannuation funds are shown as a separate sub
sector both because of their importance and because their liabilities are rather 
different in nature from those o f other financial institutions. Except for their 
non-life funds and reserves, the assets of insurance companies and the funds of 
superannuation schemes are regarded as the collective property o f policy holders 
and the members of the schemes (see page 100).

The superannuation funds cover schemes for employees in the public and 
private sectors. For those public sector schemes for which no separate fund is 
kept, the excessof contributions from employers and employees over the pensions 
actually paid to retired employees is treated as if it were a loan from a pension 
fund to the central government.

Other financial institutions
The institutions covered by this sub-sector are: hire purchase finance companies, 
the special investment departments of trustee savings banks, the Investment 
Account of the Post Office Savings Bank, building societies and certain other 
institutions which accept deposits, unit trusts, investment trusts quoted on the 
London Stock Exchange, and certain special finance agencies which are quoted 
public companies engaged in the provision of medium and long-term finance to 
industry, such as the Agricultural Mortgage Corporation and the Industrial and 
Commercial Finance Corporation. A list of special finance agencies is given in 
Annex 2 to this chapter. Property investment companies and other similar organ
isations deriving their income from ground rents or from owning and letting are 
not included; in this respect the financial companies sector differs from com
panies witliin the industry group ‘Insurance, banking and finance’.
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C LA S S IF IC AT IO N  OF ASSETS

An important feature o f financial accounts is the classification of assets in a 
uniform way. The classification may be based on two different criteria: the 
relative degree of liquidity of the assets and the institutional sector on which the 
asset is a claim. The most liquid assets are notes and coin and bank deposits, 
and the least liquid are long-term assets such as loans and mortgages. But it is 
not always easy to decide on the relative liquidity of different assets; an asset 
may have a long period to maturity but be a liquid asset in the sense that it is 
readily marketable, although at some risk of capital loss. A classification by 
sector is particularly useful for financial accounts because each asset is a financial 
liability of only one sector. Ideally, the classification of financial assets would 
incorporate both methods of classification.

The classification used in the United Kingdom financial accounts makes use 
of both criteria but is not comprehensive. For example, British government and 
government guaranteed securities are not divided according to their period to 
maturity, which may vary from less than a year to indefinite. Again, company 
and overseas securities are grouped together and no distinction is made between 
the securities o f financial companies, industrial and commercial companies and 
overseas companies; nor are these securities divided between debentures, prefer
ence shares and ordinary shares. But overseas assets are generally classified on a 
sector basis because of their importance in considering international capital 
movements. And public sector liabilities are also distinguished in order to 
analyse the financing of the public sector deficit.

In general, as much detail as possible is included in the published tables in 
order to make possible different groupings o f the assets. More comprehensive 
classifications o f transactions than the classification given in the financial 
accounts are published in Financial Statistics^ including in some cases the 
distinctions mentioned in the previous paragraph, in particular for the trans
actions o f financial institutions.

VA LU A TIO N  AND TIMING OF TRANSACTIONS

In the financial accounts, each transaction should be valued at the price at 
which the asset is exchanged. When an asset is sold the value recorded should be 
the amount received from the sale; when an asset is acquired, the value should 
be the amount paid by the purchaser. Transactions are thus recorded on a cash 
value basis. As each sale is matched by a purchase (including the sales and 
purchases of dealers and of non-residents) the total of the value of the sales of an 
asset less the total of the value o f the purchases should be nil. However, for 
transactions in securities there is a difference between the amount paid by the 
purchaser and the amount received by the seller—their costs in making the 
transaction. This is equal to any stamp duties paid by the purchaser plus the sum 
of the commissions paid by the purchaser and by the seller. So far, no adjust
ment has been made to the figures to eliminate this inconsistency. It follows that 
where a sector’s transactions are estimated as a residual they include as a sale 
any costs included in the figures of net purchases by the other sectors.

Capital gains and losses, whether or not realised, are not recorded in the 
financial transactions accounts. A person may sell a block of shares for £1,000 
after having paid, say, £900 for them at an earlier date and so make a capital 
gain of £100. The financial accounts will record only the cash transactions—the 
purchase of stock for £900 and the corresponding sale for the same amount at
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the first date, and the sale of stock for £1,000 and the corresponding purchase for 
£1 000 at the second date. The capital gain of £100 will not be recorded.

Capital gains and losses do, of course, affect the behaviour of the individuals 
and institutions making them, but this is not sufficient reason for including them 
in the transactions accounts. In practice some gams and losses are included be
cause it is not always possible to record all the transactions on a cash value basis 
and some transactions are estimated from changes in the value of holdings. For 
short-term assets there is no problem because their market price does not change, 
or moves only witliin narrow limits, so that information on cash transactions for 
these assets can be derived satisfactorily from changes in the value of holdings. 
But for securities changes in the value o f holdings between the beginning and 
end of a period will not necessarily be equal to the net acquisition o f assets at 
cash values. It is generally possible to record transactions on a cash value basis 
only when returns are made direct by buyers and sellers. Balance sheet data 
provide details o f holdings of securities at either book value, nominal value or 
market value. Changes in the market value of holdings o f securities, for example, 
would reflect any capital gains or losses made, both realised and unrealised.

The transactions in the financial accounts should be recorded on a consistent 
timing basis. In the national accounts transactions are generally recorded on an 
accruals or payable-receivable, basis. This procedure gives rise to some com
plications in the financial accounts where the differences between accruals and 
cash flows need to be allowed for as a short-term credit or debit. As far as 
possible the transactions in any one asset are recorded consistently, preferably 
according to the date of contract. But even when all transactions are recorded in 
the same way the difficulty of dealing with items in transit still arises; this gives 
rise to the large ‘unallocated’ item for deposits with the banking sector. There 
may be inconsistencies o f timing between the figures for transactions taken from 
the balance of payments accounts, which are based mainly on the registers of 
paying agents, and the figures for the domestic sectors. The problem is discussed 
in greater detail in a paper by Berman

2. TH E P U B L IS H E D  T A B L E S
Financial accounts for different sectors o f the economy were first presented 
as an integral part of the United Kingdom system of national income accounts 
in the 1964 Blue Book. Previous Blue Books had included financial accounts 
for the public sector only, and some details o f the financial transactions of the 
personal sector had been included in its capital account since the 1955 Blue 
Book. Wherever possible, the figures cover the full eleven years of the Blue 
Book but the accounts are comprehensive only from 1963, when direct returns 
were first available from all the major financial institutions. Quarterly financial 
accounts were published for the first time in the December 1964 issue of Financial 
Statistics and now appear regularly in that publication. The accounts have been
prepared from the first quarter of 1963.

The development of financial accounts was made possible by the substantial 
increase in the range of financial statistics which followed the recommendations 
of the Raddiffe Report‘21. The Committee in its recommendations laid emphasis 
on increasing the range of available financial statistics and on ensuring that the

U 'L. S. Berman, ‘The Flow of Funds in the United Kingdom’, Journal o f  the Royal Statistical 
Society, Series A (General), Vol. 128, Part 3, 1965.

'̂^*Report o f  the Committee on the Working o f  the Monetary System, Cmnd. 827.
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4 1 2 Financial accounts

statistics should be made more consistent and comprehensive. The subsequent
developments were described in articles in the September 1962 and Februarv 1964 
issues of Economic Trends. ^

The tables in the Blue Book show only transactions in financial assets and do 
not show holdings at the beginning or end of the year. Some information on 
holdings by financial institutions is given in Financial Statistics, but no compre
hensive oflicial estimates have been prepared. Sector balance sheets, giving 
details of the total assets and liabilities of each sector of the economy have 
however, been compiled by Revell and his associates for the years 1957 to 
1961'3> and are being brought up to date by them.
Net acquisition o f financial assets
Financial accounts are linked to the income and expenditure or appropriation 
accounts in the table on the net acquisition of financial assets which provides a 
summary of the capital accounts of each of the different sectors (Table 72 of the 
1967 Blue Book). Figures for 1966 are summarised below.

Net acquisition of financial assets, 1966
£ million

Saving before providing for 
depreciation, stock ap
preciation and additions
to reserves......................

Capital transfers, including 
taxes on capital (net
receipts)..........................

less Gross domestic fixed
capital fo rm ation ..........

less Increase in value of 
stocks and work in pro
gress ..............................

Net acquisition of financial 
assets ..............................

Private sector

Personal
sector

Industrial 
and com
mercial 

companies

Financial
companies

1,879 2,899 253

-1 6 2 21

-9 1 6 -2,418 -183

-9 1 -403

710 99 70

Public
sector

<n

2,265

141

-3,118

- 6 6

Overseas 
sector

Residual
error

-778 59 -1 6 0

Source; 1967 Blue Book, Table 72 
“ ’Public corporations, central government and local authorities are shown separately in the 

Blue Book.

This table shows the saving and receipts from capital transfers of each sector 
and how far these are matched by expenditure on fixed assets and the increase 
in the value of stocks and work in progress. The extent to which each sector on 
balance contributes by way of lending to the capital formation of the other 
sectors and to net investment abroad, or draws on the savings of other sectors is 
shown by the sector’s net acquisition of financial assets. The net acquisition of 
financial assets is obtained as a residual between saving, capital transfers and

*3’Jack Revell, assisted by Graham Hockley and John Moyle, The Wealth o f  the Nation, 
Cambridge University Press, 1967.
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Public lOitrseas Residual
sector

Ui
sector

i
I

253 ’ 2̂ 65

141

-183 -3,118

-66

error

70 ' -778 59
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capital formation. It represents the net balance o f very large flows o f transactions 
in financial assets and liabiUties; details of these transactions, in so far as they 
can be identified, are set out systematically in each sector’s financial transactions 
account. The aggregate o f the net acquisition o f financial assets for all sectors, 
including the overseas sector, should in theory be nil. This is because an increase 
in the financial assets of one sector is always matched by a reduction in the 
financial assets or an increase in the liabilities of another sector, or sectors. In 
practice the aggregate is not nil because there is a statistical discrepancy in the 
national accounts between the estimates of total saving and of total investment 
by all sectors. This discrepancy is the ‘Residual error’, which arises because the 
gross domestic product is estimated by two different methods (see page 39).

The individual items in this table are defined in the sector chapters where the 
capital accounts are described. The estimates o f gross domestic fixed capital 
formation and tlie increase in the value o f stocks and work in progress are 
described in Chapters XII and XIII respectively. One difference in presentation 
from the income and expenditure accounts in the Blue Book should be noted. 
Saving in this table is reckoned before providing for additions to tax, dividend 
and interest reserves. This provides a simpler analysis, which can be used in both 
the quarterly and annual accounts; the additions to reserves are a temporary
source of finance.

The net acquisition o f financial assets for companies includes the overseas 
investment in physical and financial assets by companies resident in the United 
Kingdom, including investment in their overseas branches and subsidiaries.

The net acquisition of financial assets for financial companies includes as a 
negative item an amount equal to the gross domestic fixed capital formation by 
the life funds of life assurance companies and the funds o f superannuation 
schemes. These funds are regarded as the property o f the personal sector and 
the whole of the increase in the funds is included in the saving o f persons and 
not of companies. It could be argued that their capital formation should be 
attributed to the personal sector but this has not been done since the choice 
between investment of the funds in fixed assets or financial assets rests with the 
companies and schemes and not with the policy holders and members. All of 
the increase in the funds is included in the net acquisition of financial assets by 
the personal sector on the grounds that this represents the claim by persons on 
financial institutions.

The treatment can, perhaps, be explained best by the following figures, which 
relate to 1966:

£ million

Net increase in life assurance and superannuation funds 
Gross domestic fixed capital formation by life assurance and 

superannuation funds
The contribution of these figures to those in the table on page 412 is: 

Personal sector:
Net acquisition of financial assets

Financial companies:
Net acquisition of financial assets 

made up of:
Increase in liabilities (—)
Increase in financial assets (+ )
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This helps to explain why the table on page 417 shows a net decrease of £170 
million in the total identified assets acquired by insurance companies and super
annuation funds.

The net acquisition of financial assets by the overseas sector equals, apart from 
the change in sign, net investment abroad by the United Kingdom. This is equal 
to the balance of payments surplus on current account plus any transfers received 
from overseas residents and included in the capital account of the balance of 
payments. In recent years there have been no such capital transfers from abroad 
and the net acquisition of financial assets of the overseas sector has therefore 
been equal, with sign reversed, to the balance of payments surplus on current 
account.

capi®'Tnclnd«>

is not. Tie J-ayments» 

the finaDCî  tranw
Transactions in financial assets: analysis by sector
In the Blue Book, financial transactions accounts are presented for the different 
sectors of the economy. These accounts give details of the financial assets and 
liabilities acquired by each sector for a series of calendar years. Accounts are 
given for the personal sector, industrial and commercial companies, the banking 
sector, financial institutions other than banks, the public sector and the overseas 
sector (Tables 74 to 79 of the 1967 Blue Book). The public sector is considered 
as a whole because of the financial interdependence of public corporations, the 
central government and local authorities; most of the items are also given in the 
detailed capital accounts for each of these three sectors. As far as possible the 
accounts cover the full eleven years of the Blue Book, but insufficient information 
is available to provide accounts before 1960 for industrial and commercial 
companies and for financial companies other than banks. Similar accounts on a 
quarterly basis are published in Financial Statistics.

An analysis by sector is also given o f transactions in the assets and liabilities 
of the public sector. This shows the extent to which the different sectors of the 
economy contribute towards financing the public sector deficit.

Estimates of the total net acquisition of financial assets (or liabilities) by each 
domestic sector can be obtained in two ways: (a) as the balancing item in the 
sector’s capital account, or (b) by aggregating the various items in each sector’s 
financial transactions account. In the United Kingdom accounts, the first method 
is used. For each domestic sector the estimate of its net acquisition of financial 
assets is obtained as shown above from saving plus net receipts of capital transfers 
less expenditure on capital formation. In theory, the two methods of estimation 
should give identical results but in practice they do not. For each sector the 
difference between the two is shown against the heading ‘Unidentified items’ 
(see table on page 417). The difference arises partly because it is not yet possible 
to identify all the different transactions in financial assets, partly because of 
differences in valuation and timing and other statistical discrepancies in the 
estimates of financial transactions, and partly because the estimates of saving 
and of investment in physical assets given in the various sector capital accounts 
are subject to e r r o r  (4).

The financial transactions account for the overseas sector covers all financial 
flows between residents and non-residents; it is shown on page 450. A description 
of this accoimt and of its relationship to the balance of payments accounts is
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‘4*For further discussion see: L. S. Berman, ‘The Flow of Funds in the United Kingdom', 
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oiven in Chapter XV. These financial transactions are recorded partly in the 
ron^ -̂term capital account of the balance of payments accounts and partly m 
the account o f monetary movements. The classificadon m the overseas sector s 
financial account is a classification o f assets and habihties and cuts across th 
followed in the balance o f payments accounts: transactions in one financial 
asset for example government securities, may appear in both the long-term 
capital account and under monetary movements. In theory, the sum o f the 
transactions included under these two headings should be equal, with sign 
reversed, to the balance o f payments surplus on current account; in practice it 
is not. The statistical difference between the two is the so-caUed Balancing item 
in the balance of payments accounts, which is shown as the unidentified item in 
the financial transactions account for the overseas sector.

Transactions in financial assets: analysis by sector and type o f asset
The Blue Book contains a flow o f funds table (Table 73 of the 1967 Blue Book) 
which brings together in the form of a matrix the various financial transactions 
accounts of the different sectors in the latest year. Flow o f funds tables for 
calendar quarters, and from time to time for calendar years, are also published 
in Financial Statistics. The first calendar year for which such a table has been 
published is 1963, and the first calendar quarter, the second quarter of 1964.

This table provides a two-way classification o f assets and sectors and gives 
details of the transactions in each of the various kinds of financial^ assets by 
each of the different sectors. Assets and liabilities are classified in a uniform way 
so that it is possible to relate the acquisition o f a particular financial asset by 
one sector to the associated changes in the assets and liabilities of that sector 
and of each of the other sectors. The flow of funds matrix for 1966 is reproduced 
on pa»es 416 and 417. The final row in the matrix shows the total net acquisition 
of financial assets or liabilities by each sector; it is also the final row in the finan
cial transactions account for each of the various sectors.

financial

3. ST A T IST IC A L  S O U R C E S : SEC TO R S  

Personal sector; Industrial and commercial companies
Mo direct returns are made by these two sectors and the estimates o f their 
financial transactions are generally based either on information provided by 
other sectors or on information about the particular financial asset. For example, 
estimates of their lending to local authorities are based on the analysis o f the 
source of their borrowing provided by local authorities; deposits with and 
borrowing from banks and other financial institutions are based on information 
provided by these institutions. Details of how the estimates are made are given 
in the next section, which describes the estimates made for each type o f asset.

Transactions by the personal sector might be estimated in various ways. A 
sample survey of the transactions of households would provide information on 
the transactions of individuals, but not on the transactions of private non-profit- 
making bodies and private trusts, which have large holdings. Also, it is difficult 
to obtain reliable information in this way because of the need to include a 
relatively large number of households in the higher income groups. Some infor
mation is obtainable from the analysis of the total wealth of individuals made 
by the Inland Revenue from information obtained from estate duty figures. But
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the figures are subject to very large errors, especially on the year-to-year changes, 
and again do not coyer the private non-profit-making bodies and private trusts!

The only information obtained direct from companies is that given in their pub
lished balance sheets and that collected from a number of large companies about 
their overseas transactions for balance of payments purposes. Published balance 
sheets of companies are analysed regularly by the Board of Trade. For 1965 this 
analysis covered about 2,350 large companies whose shares are quoted on a 
United Kingdom stock exchange and also nearly 900 large non-quoted non
exempt companies, all of which are engaged in manufacturing, construction, 
transport (excluding shipping), distribution, property owning and miscellaneous 
services. The results of this analysis are published in Economic Trends and in 
Financial Statistics. The income of these companies is equal to about one half 
of the total income of all industrial and commercial companies. The figures 
obtained for them relate to a mixture of accounting years, and the figures of 
changes in holdings of marketable securities and of trade investments relate to 
changes in book values which are affected by changes in valuation. This infor
mation, however, is used only for the estimates of cash expenditure on trade 
investments and for cash expenditure on subsidiaries over the years 1960 to 1962. 
Figures of capital issues by quoted companies are compiled by the Bank of 
England.

Banking sector
Statistics of assets and liabilities for the banking sector are compiled by the 
Bank of England from returns made by the individual banks. Comprehensive 
returns have been made only from the second quarter of 1963; the amount of 
estimation for 1963 is therefore negligible. For earlier years the published figures 
are partly estimated and do not cover a number of important banks, in particular 
the United Kingdom banking offices of certain overseas banks. The returns 
provide details of assets and liabilities at the end of each calendar quarter 
including an analysis by sector of deposits and of advances and loans.

Information is available and published in Financial Statistics for the three 
parts of the banking sector: deposit banks including the Bank of England 
Banking Department, accepting houses and overseas banks, and the discount 
market.

Insurance companies and superannuation funds
Details of the transactions in financial assets by insurance companies and 
friendly societies have been collected quarterly by the Board of Trade since 
1963(5). The figures of transactions in financial assets by insurance companies 
cover all members of the British Insurance Association whose parent company is 
registered and whose head office is in the United Kingdom. An allowance is made 
so that the figures also cover members of the Association of Collecting Friendly 
Societies which are not members of the British Insurance Association (generally 
the smaller societies). But the figures do not cover Commonwealth companies 
which are members of the Association and United Kingdom branches of over
seas registered insurance companies. The funds managed by Lloyd’s underwriters 
are also not covered. The figures include assets held in respect of money remitted 
by overseas branches and subsidiaries but they exclude direct investment by a

‘5 ’See Board o f  Trade Jourruil, 19 July 1963.
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United Kingdom company in its overseas branches or subsidiaries as well as 
financial assets held by or on behalf of these branches, even if held in the United
Kingdom.

The quarterly figures of transactions in financial assets by superannuation 
schemes for those employed in the private sector are compiled from quarterly 
returns received from a sample of self-administered pension funds. The assets 
of the funds making returns are estimated to amount to about 80 per cent of the 
assets of all private pension funds. Estimates are included for funds which do 
not make returns. The figures have been compiled by the Board o f Trade since 
1963(6).

The figures for superannuation schemes for those employed in the public 
sector are compiled from direct returns giving similar information for superan
nuation funds of local authorities and o f the various nationalised industries. 
They also include some from pre-nationalisation funds and certain other funds, 
namely; the British Council Superannuation Scheme, the Commonwealth War 
Graves Commission Superannuation Scheme, Indian Family Pensions Fund, 
Royal Seamen’s Pension Fund and National Industrial Fuel Efficiency Service 
Superannuation Scheme.

Net receipts by the central government from those public sector superan
nuation schemes for which no separate fund is kept are taken from the govern
ment accounts (see page 276).

Separate quarterly figures of transactions in financial assets by insurance 
companies, private superannuation funds, and local authority and other public 
sector superannuation funds, together with figures o f their holdings o f assets at 
the end of the year, are published regularly in Financial Statistics.

The estimated increases in the liabilities o f life assurance and superannuation 
funds relate to all funds; the estimates are described on page 113. Statistics of 
transactions in financial assets are not fully comprehensive and there is therefore 
a difference in coverage between the identified increases in the assets o f life 
assurance and superannuation funds and the estimated increases in their liabil
ities.

Other financial institutions
Figures of transactions in financial assets by other financial institutions are com
piled from quarterly returns made by them. For unit trusts and investment 
trusts quarterly returns have been made to the Bank of England since 1961; 
hire purchase toance companies have made returns to the Board o f Trade since 
1962(7>; the special investment departments o f the trustee savings banks and the 
Investment Account of the Post Office Savings Bank make returns to the National 
Debt Office; and building societies have made quarterly returns of their trans
actions in financial assets to the Building Societies Association and the Central 
Statistical Office since 1960. Detailed quarterly figures of transactions by each 
of these groups of institutions are published in Financial Statistics. For the 
special finance agencies, quarterly returns are not available and their annual 
accounts are used to provide figures, quarterly figures being interpolated and 
extrapolated where necessary.

Building societies have made quarterly returns from 1954 and monthly returns 
from 1965 of changes in shares and deposits and mortgage advances. Nearly 100

<6>See Board o f  Trade Journal, 26 July 1963 and 10 July 1964. 
‘7»See Board o f  Trade Journal, 19 October 1962.
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societies made monthly returns in 1966 and they accounted for nearly 90 per 
cent of the total assets of all building societies. Changes in the liabilities of hire 
purchase finance companies are taken from the same quarterly returns which 
provide details of their transactions in financial assets. For unit trusts, monthly 
figures of sales of units are provided by the Association of Unit Trust Managers 
For investment trusts, hire purchase finance companies and special finance 
agencies, figures of capital issues are compiled by the Bank of England. Monthly 
figures of changes in deposits with the Investment Account of the Post Office 
Savings Bank and with the special investment departments of the trustee savings 
banks are compiled by the National Savings Committee. The detailed figures are 
published regularly in Financial Statistics.

Public sector
The figures of financial transactions for public corporations are based on quar
terly returns made by the main corporations and on the corporations’ annual 
accounts. Further details are given in Chapter VIII.

Details of financial transactions by the central government are based on quar
terly departmental returns and are taken from the detailed capital account 
published for the central government. Further details of these sources are given 
in Chapter IX.

From 1961 local authorities have made quarterly returns covering their 
borrowing. Virtually all the local authorities in the United Kingdom provide 
figures of net borrowing, that is borrowing less repayments, divided between (a) 
temporary borrowing, (b) loans from the Public Works Loan Board and 
Northern Ireland Government Loans Fund, and (c) other long-term borrowing. 
In addition, a sample of all the larger authorities and selected smaller authorities, 
including those whose net borrowing in the quarter exceeds £100,000, provide 
an analysis of their borrowing by period to maturity and, except for quoted 
securities, by source. Long-term borrowing for which no analysis is given 
amounted to only 1 per cent of the total change during 1966.

Overseas sector
Except for the figures obtained specially from financial institutions, the items 
appearing in the financial transactions account for the overseas sector are taken 
from the balance of payments accounts, set out in detail in the annual publication 
United Kingdom Balance o f Payments. The sources are described in Chapter XV, 
Section 3. A reconciliation between the financial accounts and the balance 
of payments accounts for 1966 is given on pages 451 to 454.

4. STA TISTIC A L SO U R C ES: F IN A N C IA L  ASSETS

This section describes each of the financial assets shown in the table on pages 
416 and 417 and gives the sources of the figures. The statistical sources which 
provide the figures for calendar years generally provide also the figures for 
calendar quarters.

Notes and coin
The issue of notes and coin is a source of finance for the central government. 
The figures for the public sector relate to the increase in the fiduciary note issue 
plus the increase in coin issued less the increase in holdings of notes and coin
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’ Asscvŝ ,*:. ‘ Nt tn.M.̂  
fince
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by the Bank o f England Banking Department. The latter is included in the item 
‘Net Exchequer indebtedness to the Bank of England Banking Department,
described below.

The figures for the banking sector relate to changes in their holdings o f notes 
and coin less changes in Scottish and Northern Ireland notes issued. The former 
are an asset of the banking sector, the latter a liability.

Changes in holdings of notes and coin by other sectors are, for convenience, 
arbitrarily divided equally between industrial and commercial companies and 
the personal sector, apart from a special adjustment made to allow for the fact 
that the amount of notes and coin held by companies varies with the day of the 
week. On Thursdays and Fridays their holdings are normally higher than they 
are on Tuesdays and Wednesdays. The adjusted figures are provided by the Bank
of England.

Treasury bills
These are market Treasury bills. They comprise Treasury bills other than those 
held by the National Debt Commissioners, the Exchange Equalisation Account, 
central government departments and the Bank o f England. The counterpart of 
most transactions between central banks in support of the reserves in the form of 
swaps against sterling is included, but bills held by the Bank o f England as the 
sterling equivalent of foreign currency deposits arising from central bank 
assistance are excluded.

Net sales by the public sector are equal to the increase in market Treasury 
bills outstanding less identified purchases by public corporations and local 
authorities. Information is available about changes in the holdings o f market 
Treasury Bills by the banking sector, by other financial institutions and by non
residents. As holdings by the personal sector are believed to be relatively small, 
all the residual difference between identified sales and purchases is attributed to 
industrial and commercial companies. The figures for the overseas sector up to 
1962 relate to overseas official holdings only.

Tom financial institutions, the items 
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British government and government guaranteed securities
These comprise British government and government guaranteed marketable 
securities, ^ b lic  sector sales are equal to total cash issues less redemptions, 
including the purchases by government sinking funds, less net purchases by the 
Bank of England and the National Debt Commissioners, and less identified 
purchases by public corporations and local authorities.

The figures for the banking sector do not relate to cash transactions but to 
changes in holdings valued at book or nominal values or at cost. The figures for 
other financial institutions relate to cash transactions and are derived from the 
quarterly returns made by each of the various groups of institutions. The figures 
for the overseas sector relate to changes in holdings recorded in the balance of 
payments statistics of external liabilities and claims plus other identified portfolio 
investment in British government securities. Up to 1959 the figures relate to 
overseas official holdings only. An adjustment is made to convert the figures of 
external liabilities from a nominal to a cash transactions basis (see page 465). 
The residual difference between identified purchases and sales is arbitrarily 
attributed to the personal sector, as it is believed that net changes in the holdings 
of industrial and commercial companies are relatively small.
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National savings
This comprises the following items.

(a) Deposits.
(i) Increases in outstanding deposits, including estimated accrued interest
with the ordinary departments o f the Post Office Savings Bank and trustee 
savings banks.
(ii) Increases in deposits, including estimated accrued interest with the 
Investment Account of the Post Office Savings Bank and with the special 
investment departments of the trustee savings banks.
(b) Certificates and bonds. Net receipts from sales of premium savings bonds, 

defence bonds, national development bonds and national savings certificates 
plus the increase in accrued interest on national savings certificates. Net receipts 
from sales of Ulster savings certificates and development bonds are not included.

Items (a) (i) and (b) represent financial claims by the personal sector on the
public sector, and are shown in the central government capital account. Item
(a) (ii) represents a financial claim by the personal sector on the financial insti
tutions sector.

Tax reserve certificates
For the public sector this represents net receipts from issues of tax reserve certi
ficates. Transactions by local authorities and by public corporations are known 
to be unimportant. The figures of net purchases by the personal sector and by 
the banking sector (from 1966 only) are taken from Bank of England records. 
All other net purchases are attributed to industrial and commercial companies, 
the figures for which therefore include unidentified net purchases made by 
financial institutions. The small amounts of net purchases reported by building 
societies, on which information is available, will be allocated to other financial 
institutions in the 1968 Blue Book.

Net Exchequer indebtedness to Bank o f England Banking Department
All transactions between the central government and the Bank of England 
Banking Department, which is included in the banking sector, are recorded 
under this heading. The item comprises the sum of the increases in the following 
assets of the Banking Department; ways and means advances, holdings of 
notes and coin, tax reserve certificates, British government and government 
guaranteed securities. Treasury bills and Treasury interest-free notes; less 
increases in the balances of the Exchequer and Paymaster General at the Bank 
of England.

Changes in this item largely reflect movements in the net claims of the rest of 
the banking sector on the Banking Department. For example, during 1966 
bankers’ deposits with the Banking Department fell by £31 million; special 
deposits with the Banking Department increased by £102 million; and advances 
by the Banking Department to the discount market increased by £48 million. 
The banking sector’s net claim on the Banking Department therefore increased 
by £23 million. This largely matched the increase of £44 million in the Ex
chequer’s net indebtedness to the Banking Department.
Local authority debt
The figures for the public sector relate to all borrowing by local authorities from 
outside the public sector. They include borrowing from the banking sector and 
from local authorities’ own superannuation funds.
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From 1961 the figures are based on returns made quarterly by local author
ities in the United Kingdom (see page 420). For the years before 1961, direct 
information from local authorities is not available and the total increase in local 
authority borrowing from outside the public sector is taken to be equal to the 
residual item shown in the local authority capital account (Table 46 of the 1967 
Blue Book) less debt redemption by public corporations.

Local authority debt is divided between temporary borrowing, quoted secur
ities and other long-term borrowing. Temporary borrowing covers money 
repayable in less than twelve months, including borrowing on bills and bank 
overdrafts. Quoted securities and negotiable bonds are securities quoted on a 
United Kingdom stock exchange and all negotiable bonds, some of which are 
unquoted. Loans by local authority superannuation funds to the parent authority 
are included in figures for other long-term debt acquired by insurance companies
and superannuation funds.

Local authority debt acquired by the banking sector comprises advances and 
loans plus, from 1963, their acquisition of local authority bills and o f quoted 
and unquoted securities. The figures are based on returns provided by the banking
sector.

Local authority debt acquired by the overseas sector covers identified trans
actions, some of which are classified in the balance of payments accounts as 
‘Portfolio investment’ in the long-term capital account and others which are 
classified as ‘External liabilities in sterling’ in monetary movements.The figures 
are based partly on returns by local authorities and partly on balance of pay
ments returns (see pages 420 and 465).

Deposits with banking sector
These are current and deposit accounts held with institutions classified to the
banking sector. These accounts include:

(a) deposits with the Bank o f England Banking Department, other than
bankers’ deposits and the balances of the Exchequer and Paymaster General;
(b) funds borrowed by the discount market from outside the banking sector;
(c) the banking sector’s net liabilities to offices abroad and deposits and
advances from banks abroad.

They exclude banks’ own internal funds and all transactions between insti
tutions classified to the banking sector. The increase in the banking sector’s 
liability to other sectors is equal to the increase in other sectors’ deposits with the 
banking sector plus any increase in credits in course o f transmission less any 
increase in cheques in course of collection and less any increase in items in 
transit between offices of the same bank. These three adjustments for items in 
transit are not allocated by sector. They probably largely reflect changes in 
liabilities to companies.

From 1963 a full analysis by sector is obtained from information provided 
by the institutions classified to the banking sector, and is compiled by the Bank 
of England. For earlier years the information is incomplete. The figures of net 
bank deposits for the personal sector for the years up to 1962 relate to deposits, 
less advances, of persons with the London clearing banks. They relate to persons 
as individuals and exclude accounts known to be used by unincorporated 
businesses, for example the accounts of shopkeepers, farmers and professional 
men.
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424 Financial accounts

Deposits with building societies
These cover both shares and deposits with building societies. Increases in
deposits ^ e  equal to receipts of principal plus interest credited and not paid out
less withdrawals of principal. The figures cover all building societies in the 
United Kingdom.

The annual figures are based on statutory returns made to the Registrar of 
Friendly Societies and summarised in the Report o f the Chief Registrar of Friendly 
Societies, Part 5. Monthly and quarterly returns are made by a sample of 
building societies to the Building Societies Association and the Central Statistical 
Office. Since 1965 nearly 100 societies have made monthly returns; they accounted 
for nearly 90 per cent of the total assets of all building societies in 1966

Deposits, etc. with hire purchase finance companies
This comprises deposits with, and other borrowing except from banks by hire 
purchase finance companies. Bills discounted with banks are not included in 
this Item but in ‘Bank lending: commercial bills’. The figures are based on 
returns from all the largest hire purchase finance companies and a selection of 
the smaller ones. The returns cover companies with about nine-tenths of the 
business of all hire purchase finance companies. Estimates are included for 
companies not making returns.

Deposits with other financial institutions
These are deposits received from overseas residents by financial institutions not 
classified to the banking sector. The series is compiled from returns made in 
connection with balance of payments statistics (see page 466).

Bank lending
All transactions between institutions classified to the banking sector are excluded. 
Lending to local authorities is excluded; it is recorded against the heading 
‘Local authority debt’.

(a) Advances and loans. These include overdrafts. The analysis by sector is 
obtained from the returns made to the Bank of England by the institutions 
classified to the banking sector. Loans for house purchase are now identified 
and in some tables, including that on pages 416 and 417, are excluded from this 
item and included with loans for house purchase (see page 425).

(b) Commercial bills. These are commercial bills drawn on United Kingdom 
and overseas residents and discounted by banks. They also include Treasury 
bills of the Northern Ireland, Commonwealth and foreign governments. The 
figures for ‘Other financial institutions’ relate to bills discounted by hire purchase 
finance companies and are obtained from quarterly data provided by these 
companies. The figures for the overseas sector are obtained from returns made 
by the banks. The figures for industrial and commercial companies are obtained 
as a residual. No information is available on changes in holdings by the personal 
sector and these are ignored.

(c) Money at call and short notice. The estimated allocation by sector is based 
on information provided by the banks.

Hire purchase debt
The figures relate for all years to debt outstanding on instalment credit trans
actions to durable goods retailers (including gas and electricity showrooms).

lO

CO

CM.

V
■f

abo t i e s .  
finaii" sales

dedae"”'  c o o P ^

S S b y  r e f e r s ® '* ''
jnaace e“®P’?  jjjj public 

Tie figures fo ^
tlro a *  gas Hock d

seel
S e r r f o r e  e x c lu d e ^ /

r r s r p S .
_ f  1 * ^  A

Inforaation on
j  tadons. He figures are denvi

from quarterly returns pro\ 
very rough analysis of the f 

Trade credit given or re 
commercial companies is ini 
assets: short-term’. Other tr

year

Vf.

•.*1



0)-rz

builH-
i n S ®  ,„

'  < 3 s ; $ ? . ; :
“O’ ittn™ " " 't'

^ I ^ a t i o n  and the r  ^ ^ of
monthly reh,n, ^^tisticai

® '’“^ ^ '> g s o c ie fe [ ; 'J ^ '« > W « i

^̂ panies

companies and a selection of
7 “  » - tc n llis  of the
ipanies. Estimates are k W e d  for

Financial accounts 425

in
on

residents by financial institutions not 
s is compiled from returns made in 
sties (see page 466).

it is recorded against the heading

verdrafls. The analysis by sector is 
ank o f England by the institutions 
house purchase are now identified
416 and 417, are excluded from this

S  « "  “  p * :
b tn is . They also
alth and purchase

1 quarterly daU P

. . . . . .„obv sector is
stifliati

t5tan̂ ^
liDgg^

credit
00 shooto

and e W '’' " '

department stores and hire purchase finance companies, from 1961 co
operative societies, general mail order houses and other general stores are 
also covered. The figures also include the personal loan business of hire purchase 
finance companies. Excluded are non-instalment credit, such as montlily charge 
accounts and sales against credit checks o f check-issuing companies. Debt 
owed to finance companies, though not that owed to retailers, is reckoned after 
deducting unearned finance charges, that is the interest element which will 
accrue to finance companies from future repayments under instalment credit 
contracts. The estimates are derived from regular returns made to the Board of 
Traders) by retailers in the kinds of business listed above and by hire purchase
finance companies.

The figures for the public sector relate to credit given by pubhc corporations 
through gas and electricity showrooms. The figures for other financial institutions 
includ°e agreements block discounted with finance companies by retailers. The 
figures for the personal sector relate only to the debt o f individual consumers 
and therefore exclude credit given to professional persons, farmers, and other 
unincorporated businesses; this is included in the residual figures for industrial
and commercial companies.

Trade debt (net) o f  public corporations
Information on trade credit given or received is available only for public corpor
ations. The figures are derived from the annual accounts of the corporations and 
from quarterly returns provided by them. The sector allocation is based on a  
very rough analysis of the figures in the published annual accounts.

Trade credit given or received on overseas transactions by industrial and 
commercial companies is included under the heading ‘Other identified overseas 
assets: short-term’. Other trade credit is not identified in the financial accounts.

Loans for house purchase
(a) Local authorities. Loans made for ‘Small dwellings acquisition’. Financial 

year figures are obtained from Local Government Financial Statistics and the 
corresponding publications for Scotland and Northern Ireland. Quarterly 
figures are obtained from returns made to the housing departments.

(b) Other public sector. Loans made by the central government under the 
Housing Act, 1961 and Housing (Scotland) Act, 1962 to private housing asso
ciations, and loans made by the Housing Corporation to housing societies.

(c) Financial institutions. Mortgage advances made by building societies,, 
loans by insurance companies and, in some tables, loans by banks. Figures for 
building societies are based on figures for accounting years from the Report o f  
the Chief Registrar o f Friendly Societies, Part 5 and monthly and quarterly 
returns made by a sample of building societies to the Building Societies Assoc
iation and the Central Statistical Office. Estimates for insurance companies up 
to 1962 have been made using figures presented to the Committee on the Working 
of the Monetary System and the annual analysis of company reports summarised 
by the Board of Trade. From 1963 the figures are taken from quarterly returns 
made by insurance companies. Quarterly figures for banks are compiled by the 
Bank of England; the 1967 Blue Book included figures from 1963 only but 
figures from 1960 have been published subsequently.

‘8'See Board o f Trade Journal, 12 February 1965.
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Other loans by public sector to private sector
The figures relate to net lending by the central government to building societies 
under the House Purchase and Housing Act, 1959 (allocated to other financial 
institutions), to industry and trade (allocated entirely to industrial and com
mercial companies) and other miscellaneous loans for education and other 
services (allocated entirely to the personal sector). Also included is net lendine 
by public corporations to the private sector, other than for house purchase 
(allocated to mdustrial and commercial companies). The figures are taken from 
the detailed capital accounts of the central government (see page 283) and of 
public corporations (see page 245).

Loans by superannuation funds to parent organisation
This includes loans made by their superannuation funds to public corporations 
and companies. Figures are taken from returns made by the superannuation 
funds. Loans made by local authorities’ superannuation schemes to local 
authorities are excluded; they are recorded against the heading ‘Local authority 
debt’. This item also includes net receipts by the central government from those 
public sector schemes for which no separate pension fund is maintained. These 
figures are taken from the capital account o f the central government, where they 
are described as ‘Receipts from certain pension “funds” (net)’.

Other loans and mortgages by financial institutions {excluding banks)
Loans and mortgages other than hire purchase debt, loans for house purchase, 
and loans made to their parent organisation by superannuation funds. These 
loans are made mainly by insurance companies and by special finance agencies. 
The figures for the personal sector before 1963 represent loans made by insurance 
companies established in Great Britain as shown by reports summarised by the 
Board of Trade. The figures include some loans made to non-residents but do 
not include similar loans to United Kingdom residents made by companies 
established outside Great Britain.

Unit trust units
Sales less repurchases o f unit trust units, provided by the Association of Unit 
Trust Managers. All transactions are assumed to be with the personal sector.

Shares o f  retail co-operative societies
These figures relate to purchases of shares in retail co-operative societies. They 
are obtained from the Report o f the Chief Registrar o f Friendly Societies, Part 3. 
The figures are shown separately in the tables for industrial and commercial 
companies and the personal sector, but because the amounts are small they are 
included with ‘Company and overseas securities’ in the flow of funds table (see 
page 427).

Company and overseas securities
(a) Capital issues. New money raised by issues of ordinary, preference and 

loan capital; the figures cover public issues, offers for sale, issues by tender, 
placings and issues to shareholders and employees less redemptions. The figures 
relate to quoted public companies in the United Kingdom and to overseas 
public companies and overseas public authorities. Issues to shareholders are 
included only if the sole or principal share register is maintained in the United
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Kingdom. Issues in foreign currencies are included where United Kingdom 
institutions take a leading part in arranging them. Estimates of issues are based 
on the prices at which securities are offered to the market. Subscriptions are 
included in the periods in which they are due to be paid. It is not possible to 
provide an analysis of capital issues by the sector acquiring them; these acquisi
tions are included with other transactions in company securities.

The estimates are prepared by the Bank o f England and are published
monthly in Financial Statistics. , j

(b) Other. These are all other transactions in quoted and unquoted securities
which can be identified, including the acquisition of capital issues.

Transactions by the public sector are taken from the capital accounts o f the 
central government and of public corporations. They comprise cash expenditure 
on company securities, etc. (net) by the central government and by public 
corporations less net cash receipts by the central government from iron and steel
disposals (see pages 286, 245 and 276). . 1 1 . 1

Figures for the banking sector relate to the published changes m the book
value of their holdings o f ‘Other securities’ less changes in the book value of 
their holdings of local authority securities. Figures for life assurance and super
annuation funds and other financial institutions are purchases less sales o f both 
quoted and unquoted securities valued at cash values. These are based on their 
quarterly returns of cash transactions.

For the overseas sector, figures of total transactions in company and overseas 
securities are taken from balance o f payments statistics. The derivation o f the 
figures for 1966 is shown in the table on page 453. The difference between total 
transactions and the figure of capital issues for the overseas sector taken from the 
Bank of England series described above is allocated to this item.

Information about transactions in company and overseas securities by indus
trial and commercial companies is not complete. The figure given in the flow of 
funds table relates only to their estimated cash expenditure on acquiring other 
businesses as going concerns and trade investments, which are described below 
(£315 million in 1966), and to the issue o f shares o f retail co-operative societies, 
described above (£6 million in 1966). When a subsidiary is acquired, or a trade 
investment is made, by way of a share exchange, no transaction needs to be 
recorded in the financial accounts because no other item is affected. But if the 
acquisition is paid for, or partly paid for, in cash, then the cash part of the 
transaction needs to be recorded, because the cash payment will be reflected in 
other items in the accounts. No allowance is made for portfolio investment by 
industrial and commercial companies. To this extent the estimates may be 
understated.

Cash expenditure on acquiring subsidiaries and trade investments. The figures 
relate to three items:

(a) Cash expenditure on acquiring businesses as going concerns in the United 
Kingdom (£183 million in 1966). Quarterly information is available from the 
reports on bids and deals published in the press. Not all deals are reported and 
an allowance needs to be made for this. An allowance also has to be made for 
cash expenditure on acquiring unincorporated businesses as going concerns. In 
order to obtain an indication of the amounts involved, the Board of Trade 
carried out a limited inquiry at the end of 1964, covering about 1,500 large

‘®2See Bank o f England Quarterly Bulletin, June 1966.
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428 Financial accounts

companies engaged in distribution, catering and property owning. Even if a 
generous allowance is made for industries not covered by the inquiry the results

expenditure on acquiring unincorporated businesses in 1963 
and 1964 amounted to no more than £10 to £20 miUion in each year. Ouarterlv 
estimates cash expenditure on subsidiaries were first prepared in the Central
Statistical Office but by agreement the preparation of these estimates was taken 
over by the Bank of England in 1965‘io\

(b) Cash expenditure on trade investments in the United Kingdom f£78 
million m 1966). The estimates are based on the Board of Trade analysis of the 
accounts of large quoted and non-quoted companies (see page 418) and on an 
analysis of the accounts of a number of other large companies operating in 
mdustries such as shipping which are not covered in the Board’s regular analysis 
This estimate is very uncertain as it is based on changes in book values and on 
incomplete information. For the latest year, no information is available from 
published accounts and it is assumed that expenditure on trade investments is 
the same as in the previous year, because the figures show no definite trend. 
Quarterly figures are obtained simply by dividing the annual figures by four.

(c) Net acquisition of share and loan capital in overseas companies (£54 
million in 1966). The series forms part of private investment abroad in the 
balance of payments accounts. The figures exclude net investment by oil com
panies, which is included under ‘Other identified overseas assets; long-term’.

The estimates of transactions in company and overseas securities by the 
personal sector, given in the table on page 417, are derived as a residual. They 
are obtained as the difference between the aggregate of the sales and purchases 
of all the other sectors. Because of this, they are subject to a wide margin of error. 
In particular, any errors in the estimates for the acquisition of securities by 
industrial and commercial companies, which could be large, are reflected in the 
residual figure for the personal sector. Also included are any errors arising from 
the inclusion of costs of transactions in the figures of net acquisitions by financial 
institutions. But the estimates have the important advantages of being compre
hensive and of being available quarterly as well as annually 

Monthly figures of turnover in securities on the London Stock Exchange have 
been collected and published since September 1964. The figures are classified by 
category of security but not by sector and hence do not provide any help in 
dividing transactions between those of companies and the personal sector. Even 
if a sector analysis were provided it would be of hmited value because of the 
extensive use of nominees.

The estimated figure of net sales of company and overseas securities by the 
personal sector, obtained as a residual, is very large indeed. This result is broadly 
confirmed by a detailed analysis of company share registers carried out by 
Revell and Moyle which provided a direct estimate of sales of ordinary shares by 
the personal sector for the year 1963 <i2).

A substantial proportion of the sales of securities by the personal sector repre
sents a switching from direct holdings of securities to indirect holdings through 
the agency of financial institutions. In particular, purchases of annuities and

‘lO’See the article ‘Company acquisitions’, Bank o f  England Quarterly Bulletin, December 
1966.

‘More Light on Personal Saving', Economic Trends, April 1965.
Revell and J. Moyle, The Owners o f  Quoted Ordinary Shares: A Survey for 1963, A 

Programme for Growth, No. 7, Department of Applied Economics, Cambridge, 1966.
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sinele premium bonds (£190 million in 1964) and purchases of unit trust units 
(£105 million in 1966) are often considered close substitutes to direct holdings 
of company securities. In addition, there has been a steady increase in con
tractual saving through life assurance and superannuation schemes and this has 
been associated with substantial purchases of company securities by these
institutions. , , , j- *

The figures of sales by the personal sector include sales by company directors
and their associates when their businesses ‘go public’. It is important to note
here that the acquisition of securities by the personal sector arising from the
incorporation of businesses is not recorded in the financial accounts. Although
this represents a change in the composition of the assets of the personal sector
it does not involve a cash transaction and hence cannot be recorded. But the
subsequent sale of any shares held by the personal sector to other sectors is
recorded. Thus it is possible for the financial accounts to record continuing
sales of company securities by the personal sector without any reduction in the
total market value of their holdings. Similarly, continuing sales of securities
may arise from the realisation of capital gains. When market prices are rising
sales of securities by the personal sector can take place without any reduction in
the total market value of their holdings. As has been indicated already, capital
gains and losses are not recorded in the financial accounts.

Some sales by the personal sector may be associated with the payment of
death duties (the latter amounted to £309 million in 1966) and the breaking-up
of personal estates; others may be the counterpart of investment in dwellings,
which is in part financed out of existing savings.

Finally, it should be repeated that because the estimate of sales of company 
and overseas securities by the personal sector is calculated as a residual, the 
figures of sales are overstated to the extent that costs of arranging transactions, 
that is stamp duty plus commissions, are included in the estimates of the net 
acquisition of securities by financial institutions.

Funds o f life assurance and superannuation schemes
The annual estimates of the net increase in the funds of life assurance and 
superannuation schemes are taken from their revenue account (Table 24 of the 
1967 Blue Book) which is described on page 113. The quarterly estimates are 
based on the quarterly returns of investments made by insurance companies and 
superannuation funds, which are described on pages 418-9. The net increase in 
the funds is regarded as a claim by the personal sector on financial institutions 
(see page 413).

Miscellaneous short-term home assets (net)
The national accounts are generally on an accruals basis whereas transactions 
in the financial transactions accounts are on a cash basis. This item is designed 
to hnk the two. It represents the difference between accruals and the corres
ponding cash payments for local authority rates, purchase tax and some interest 
charges, which are recorded on an accruals basis in the income and expenditure 
and appropriation accounts (see pages 309, 277 and 217. The allocation of the 
difference to other sectors is approximate.

Other identified home assets
For the public sector this item comprises the following transactions:
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430 Financial accounts

(a) net sales o f securities and increases in other debt by the Northern Ireland 
central government;
(b) coal compensation in cash;
(c) purchases o f silver;
(d) certain miscellaneous capital receipts, such as gifts, by the Exchequer
(e) redemptions less issues of stock of the Electricity Board for Northern 
Ireland.

For financial institutions this item comprises:
(a) increases in assets and liabilities which are not separately identified in the 
returns made by financial institutions;
(b) changes in the balances of agents for insurance companies;
(c) investment in land, property and ground rents, which is identified in the 
returns made by certain financial institutions less the estimated gross domestic 
fixed capital formation by these institutions.

In the table on pages 416 and 417 the matching transactions are not allocated to
other sectors and are shown as unallocated. It is hoped to allocate them in 
subsequent Blue Books.

Gold and currency reserves
The net change in the official holdings of gold, dollars and other foreign curren
cies, both convertible and non-convertible. Up to 1959 the change in the United
Kingdom balance in the European Payments Union was also included. Further 
details are given on page 455.

Inter-government loans
The entries under this item comprise drawings on and repayments of loans made
by the United Kingdom government to overseas governments and to the
United Kingdom government by overseas governments. From 1959 the figures
include repayments of debt created as a consequence of the winding-up of the
European Payments Union, when the outstanding debts were converted into 
bilateral long-term loans.

The figures also appear in the detailed capital account of the central govern
ment and are described on pages 280 and 285.

Transactions with International Monetary Fund, etc.
This comprises the following central government transactions with non-terri
torial financial organisations:

(a) drawings from United Kingdom subscriptions to international lendine 
bodies;

plus
(b) capital subscriptions to the International Monetary Fund and European 
Fund;

less
(c) increase in holdings of interest-free notes by the International Monetary 
Fund.

The figures also appear in the detailed capital account of the central government 
and are described on pages 285 and 281.

Other identified overseas assets: short-term
This comprises the total of monetary movements in the balance of payments
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accounts less all the items which are identified separately in the flow o f funds 
table. This item is shown separately for the private and public sectors m the 
table on page 450 and described on pages 456 and 457. The figure for the public 
sector includes bills held by the Bank o f England as the sterling equivalent of 
foreign currency deposits arising from central bank assistance. The figuie for 
other financial institutions is taken from the returns made by the institutions. 
The remainder of the private sector figure is arbitrarily attributed to industrial
and commercial companies.

Other identified overseas assets', long-term
This covers those transactions from the balance of payments long-term capital 
account which are not allocated elsewhere in the financial accounts.

For the public sector this item consists of net changes in overseas assets held 
by the United Kingdom central government, including the Atomic Energy 
Authority, and public corporations such as the Commonwealth Development 
Corporation. The purchase by the United Kingdom government o f United 
Nations bonds in 1962 and subsequent redemptions are included in this item. 
Also included in 1966 is the servicing o f the loan by the International Bank for 
Reconstruction and Development to Rhodesia, guaranteed by the United
Kingdom government.

For financial institutions the figures relate to loans and mortgages by insurance 
companies. For financial institutions and industrial and commercial companies 
combined the item represents private investment abroad, other than in securities, 
less the corresponding private investment in the United Kingdom. The un- 
remitted profits o f overseas branches and subsidiaries and all investment abroad 
by oil companies are included in this item. The relationship between the figure 
in the flow of funds table and the figure o f total private direct investment in the 
balance of payments accounts is shown in the table on page 454.

Unidentified items
A number of fijiancial assets are not covered by the estimates given above. The 
main omissions are trade credit of private businesses, and loans made by those 
not making comprehensive financial returns, that is mainly loans between 
industrial and commercial companies and the personal sector.

This item is also the balancing item in the financial account and includes any 
errors and omissions in the identified transactions in financial assets and in the 
estimates of the total net acquisition of financial assets (see page 432).

5. R E L IA B IL IT Y

Net acquisition o f financial assets
The estimates of saving are the residual item in the sector income and expendi
ture and appropriation accounts and the reliability of the annual estimates 
depends upon the reliability of the other items, discussed in the chapters on the 
individual sectors. Generally, the estimates of saving for the public sector are 
better than those for the private sector. Figures for the former are' obtained 
almost entirely from comprehensive accounting data, except those for the most 
recent year or two, whereas those for the latter are not. In terms o f the reliability 
gradings described on pages 39 to 41, financial year figures for the public sector 
are good, but those for calendar years are less reliable. The figures for the private
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sector as a whole are probably at best fair, but the division of the total between
the personal and company sectors is less reliable and, in particular, the estimates 
for the personal sector are poor.

The figures of net acquisition of financial assets are obtained as a balancing 
Item m the sector capital accounts. The reliability of the annual estimates of 
expenditure on fixed capital formation is described in Chapter XII and on 
stocks in Chapter XIII. For the public sector, the annual figures of the net 
acquisition of financial assets are fair but the figures for the private sector and
for the overseas sector are poor. The reliability of the figures for the overseas 
sector is discussed in Chapter XV.

The quarterly estimates are in all cases less reliable than the annual ones

Financial transactions
Most of the figures of transactions by the public sector are good, as they are 
taken from accounting data. ’ ^

Figures for the banking sector from 1963 are generally good. The figures are
based on returns made by the banks themselves. One difficulty is that the number
of institutions making returns has been increased from time to time. However,
the figures for securities do not relate to cash transactions but to changes in book
or nominal values. Most of the British government securities held by banks
have a fixed and relatively early redemption date so the margins of error here are
probably not large. But this may not be the case for their holdings of other 
securities.

Figures of transactions by other financial institutions are mostly good. They 
are based mainly on returns made by the institutions themselves and generally 
relate to cash transactions in each quarterly period. The main errors here are 
probably those associated with sampling, as the coverage of the smaller insti
tutions is limited.

Many of the figures for industrial and commercial companies and for the 
personal sector are derived indirectly from information provided by the public 
sector and by financial institutions. For example, returns for the banking sector 
give details of the amounts advanced to and deposits received from each of the 
different sectors. Similarly, returns from insurance companies and building 
societies give details of loans made to the personal sector. A difficulty here is to 
ensure that the transactions attributed to the personal sector or to industrial and 
eommercial companies relate to the same point in time as the estimates of saving 
and investment given in their capital accounts. Figures for calendar years 
obtained in this way are considered good. Figures obtained as residuals are 
■considered poor; examples are transactions in securities by the personal sector 
and transactions in Treasury bills by industrial and commercial companies.

The reliability of the figures of transactions with non-residents is discussed 
on pages 471 and 472.

The size of the ‘Unidentified items’ in each sector’s financial transactions ac
count (shown at the end of the table on page 417), provides only a very partial 
indication of the reliability of the estimates of the aggregate of transactions in 
financial assets which are identified. Transactions in some financial assets are 
not identified and the unidentified items reflect also the residual error in the 
national income accounts, the balancing item in the balance of payments 
accounts, and errors in the estimated distribution of saving and of capital for
mation between the different sectors.
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A N N E X  1

B A N K I N G  S E C T O R

As at 31 December 1966

Afghan National Bank Ltd.
African Continental Bank Ltd. 
Alexanders Discount Co. Ltd.
Allen, Harvey & Ross Ltd.
The American Express Company Inc. 
Anglo-Israel Bank Ltd. 
Anglo-Portuguese Bank Ltd.
Arbuthnot Latham & Co. Ltd. 
Australia and New Zealand Bank Ltd. 
Banco de Bilbao 
Banco Espanol en Londres S.A. 
Bangkok Bank Ltd.
The Bank of Adelaide 
Bank of America National Trust and 

Savings Association 
Bank of Baroda Ltd.
Bank of Ceylon 
Bank of China
Bank of Cyprus (London) Ltd.
Bank of England Banking Department 
The Bank of India Ltd.
Bank of Ireland 
The Bank of Kobe Ltd.
Bank of London& South America Ltd.
Bank of Montreal
Bank of New South Wales
Bank of New Zealand
The Bank of Nova Scotia
Bank of Scotland
Bank of Tokyo Ltd.
Bank Saderat Iran 
Bankers Trust Company 
Banque Beige Ltd.
Banque Belgo-Congolaise S.A.
Banque de ITndochine 
Banque de Paris et des Pays-Bas Ltd. 
Banque Nationale de Paris 
Barclays Bank D.C.O.
Barclays Bank Ltd.
Baring Brothers & Co. Ltd.
Belfast Banking Company Ltd.
Wm. Brandt’s Sons & Co. Ltd.
British and Continental Banking Co. 

Ltd.

British and French Bank Ltd.
The British Bank o f the Middle East 
The British Linen Bank 
Brown, Shipley & Co. Ltd.
Canadian Imperial Bank of Commerce 
Cater, Ryder & Co. Ltd.
Central Bank of India Ltd.
The Chartered Bank 
Charterhouse Japhet & Thomasson 

Ltd.
The Chase Manhattan Bank N.A. 
Chemical Bank New York Trust 

Company
Clive Discount Co. Ltd.
Clydesdale Bank Ltd.
The Commercial Bank o f Australia 

Ltd.
Commercial Bank o f the Near East 

Ltd.
The Commercial Banking Company 

of Sydney Ltd.
Commonwealth Trading Bank of 

Australia
Continental Illinois National Bank and 

Trust Company of Chicago 
Co-operative Wholesale Society Ltd., 

Banking Department 
Coutts & Co.
Credit Industriel et Commercial 
Cr^it Lyonnais 
Dai-Ichi Bank Ltd.
Daiwa Bank Ltd.
District Bank Ltd.
The Eastern Bank Ltd.
The English, Scottish and Australian 

Bank Ltd.
First National Bank of Boston 
First National Bank of Chicago 
First National City Bank 
French Bank of Southern Africa Ltd. 
Fuji Bank Ltd.
Gerrard & Reid Ltd.
Ghana Commercial Bank 
Antony Gibbs & Sons, Ltd.
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Gillett Bros. Discount Co. Ltd.
Glyn, Mills & Co.
Guinness Mahon & Co. Ltd.
Habib Bank (Overseas) Ltd.
Hambros Bank Ltd.
The Hibernian Bank Ltd.
Hill, Samuel & Co. Ltd.
C. Hoare & Co.
The Hongkong and Shanghai Banking 

Corporation
International Credit Bank Geneva 
Ionian Bank Ltd,
Irving Trust Company 
Isle of Man Bank Ltd.
Israel-British Bank Ltd.
Italo-Belgian Bank 
Jessel, Toynbee & Co. Ltd.
Leopold Joseph & Sons Ltd.
Keyser UUmann Ltd.
King & Shaxson Ltd.
Kleinwort, Benson Ltd.
Lazard Brothers & Co. Ltd.
Lewis’s Bank Ltd.
Lloyds Bank (Europe) Ltd.
Lloyds Bank Ltd.
Malayan Banking Ltd.
Manufacturers Hanover Trust 

Company
Marine Midland Grace Trust 

Company of New York 
Martins Bank Ltd.
Mercantile Bank Ltd.
Midland Bank Ltd.
Midland and International Banks Ltd. 
Mitsubishi Bank Ltd.
Mitsui Bank Ltd.
Samuel Montagu & Co. Ltd.
Morgan Grenfell & Co. Ltd.
Morgan Guaranty Trust Company of 

New York
Moscow Narodny Bank Ltd.
The Munster & Leinster Bank Ltd. 
Muslim Commercial Bank Ltd. 
National and Grindlays Bank Ltd.
The National Bank Ltd.
The National Bank of Australasia Ltd. 
National Bank of Greece 
The National Bank of Ireland Ltd. 
TheNational Bankof NewZealandLtd. 
National Bank of Nigeria Ltd.

National Bank of Pakistan
National Commercial Bank of Scotland 

Ltd.
National Discount Co. Ltd.
National Provincial Bank Ltd. 
Netherlands Bank of South Africa Ltd. 
Nippon Kangyo Bank Ltd.
Northern Bank Ltd.
Ottoman Bank 
Overseas Union Bank Ltd.
Provincial Bank of Ireland Ltd. 
Rafidain Bank
Ralli Brothers (Bankers) Ltd.
Rea Brothers Ltd.
N. M. Rothschild & Sons 
The Royal Bank of Canada 
The Royal Bank of Ireland Ltd.
The Royal Bank of Scotland 
Sanwa Bank Ltd.
E. D. Sassoon Banking Co. Ltd.
J. Henry Schroder Wagg & Co. Ltd. 
Scottish Co-operative Wholesale 

Society Ltd., Banking Department 
Seccombe, Marshall & Campion Ltd. 
Singer & Friedlander Ltd.
Smith, St. Aubyn & Co. Ltd.
Societe Centrale de Banque 
Societe Generale
The Standard Bank Ltd.
The Standard Bankof West Africa Ltd. 
State Bank of India 
Sumitomo Bank Ltd.
Swiss Bank Corporation 
Swiss-Israel Trade Bank 
Tokai Bank Ltd.
The Toronto-Dominion Bank 
Trade Development Bank 
Ulster Bank Ltd,
Union Discount Co. of London Ltd. 
United Bank Ltd.
The United Bank of Kuwait Ltd. 
United Commercial Bank Ltd.
S. G. Warburg & Co. Ltd. (incorporat

ing Seligman Brothers)
Westminster Bank Ltd.
Westminster Foreign Bank Ltd. 
Williams Deacon’s Bank Ltd.
Yorkshire Bank Ltd.
2ivnostenska Banka National 

Corporation
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A N N E X  2

SPECIAL F IN A N C E  AGENCIES

As at 31 December 1966

Finance Corporation for Industry Ltd.
Industrial and Commercial Finance Corporation Ltd. 
Agricultural Mortgage Corporation Ltd. 
Commonwealth Development Finance Co. Ltd. 
Scottish Agricultural Securities Corporation Ltd.
Ship Mortgage Finance Co. Ltd.
Private Enterprise Investment Co. Ltd.
Charterhouse Industrial Development Co. Ltd. 
Technical Development Capital Ltd,
Insurance Export Finance Co. Ltd.
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Chapter XV

International Transactions

1. G E N E R A L  DES CRI PTI ON

The national income, product and expenditure of the United Kingdom are 
the income, product and expenditure of those persons, enterprises and insti
tutions which are regarded as United Kingdom residents. They are not the same 
as the income and product originating within the geographical boundaries of the 
United Kingdom or the expenditure occurring there (see Chapter I) Hence 
international transactions must be defined as those between the residents of the 
United Kingdom and non-residents. The measurement of the outcome of all 
transactions between residents of the United Kingdom and non-residents is the 
object of the balance of payments accounts. In the balance of payments accounts 
the United Kingdom is taken to include the Channel Islands and the Isle of Man 
as well as Great Britain and Northern Ireland. The inclusion of the Channel 
Islands and the Isle of Man gives rise to a minor inconsistency since income and 
expenditure in the Channel Islands and the Isle of Man are not included in the 
domestic accounts j there is thus a small and fairly regular discrepancy between 
the two sets of figures for which no adjustment is made.

Residents of the United Kingdom comprise private individuals living in the 
United Kingdom; the United Kingdom central government and local author
ities; and all business enterprises and non-profit-making organisations located 
in the United Kingdom, including branches and subsidiaries of overseas com
panies but excluding overseas branches and subsidiaries of United Kingdom 
companies. Agencies o f the United Kingdom government operating abroad, 
such as embassies or military units, are regarded as residents of the United 
Kingdom, and conversely, the agencies of foreign governments in the United 
Kingdom are regarded as overseas residents.
Definition o f  residents
The definition of residence for an individual is relatively straightforward, al
though discrepancies may arise in the estimates because of differences in the 
treatment of those who live in the United Kingdom for relatively short periods. 
The rules defining residence for tax purposes determine the estimates of total 
domestic income. Broadly speaking, persons are resident in the United Kingdom 
for tax purposes if they maintain a place of abode in the United Kingdom and 
visit it at any time during the year or if they are in the United Kingdom for six 
months or more during the year or if they visit the United Kingdom regularly 
for substantial periods. Persons who fulfil any of these conditions are subject to 
United Kingdom tax in respect of the whole of their income wherever origin
ating, with only certain minor exceptions. United Kingdom government officials 
and Forces stationed abroad are regarded as United Kingdom residents; they
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are subject to United Kingdom income tax and are covered by the Inland 
Revenue figures. Similarly, officials and Forces of other governments stationed
in the United Kingdom are excluded. ......................

In the balance of payments accounts, there is a distinction for individuals 
other than government officials and Forces between migrants, who change 
residence, and visitors, who do not. It is based on the intention to stay abroad 
for one year or more. A United Kingdom resident leaving the United Kingdom 
for one year or more is regarded as an emigrant. Similarly, an overseas resident 
arriving in the United Kingdom with the intention of staying here for one year 
or more is regarded as an immigrant. This definition therefore differs from that 
used for income tax purposes but is fairly close to it. It is not possible to estimate 
the practical effect of this difference, but it is thought to be not large.

Neither the definition used in determining the residence of individuals for tax 
purposes nor the definition adopted in the context of migration necessarily 
corresponds exactly to the definition in the international recommendations for 
balance of payments statistics, where ‘centre of interest’ is given as the deter
mining factor in marginal cases d>. It should be noted that in a few cases an 
individual may satisfy the criteria for residence in more than one country. And 
in practice an individual may be regarded as a resident only in so far as his 
income and expenditure arise in the country.

The definition o f residence for a business is more complicated. For income 
tax purposes a company, wherever registered, is treated as resident in the United 
Kingdom if the central management and control of the business is exercised in 
the United Kingdom; its profits, wherever originating, are then liable to United 
Kingdom tax. Thus some companies are subject to tax as United Kingdom 
residents although most of their assets are abroad: for instance many mining 
companies and rubber plantations. ‘Resident’ for Inland Revenue purposes also 
includes branches and subsidiaries of overseas companies operating in the 
United Kingdom and in this respect is practically identical with the concept 
required for national income and balance of payments purposes.

For the national income accounts, an enterprise which is a United Kingdom 
resident but whose trading operations take place wholly or partly abroad is in 
principle divided into two parts: (i) overseas branches or subsidiaries earning 
trading profits on overseas operations and (ii) a head office and branches earning 
trading profits on operations in the United Kingdom, if any. Branches are treated 
as residents of the country in which they are located and subsidiaries where they 
are registered. The profits of overseas branches and subsidiaries contribute to 
national income not as part of domestic income but as income from abroad. 
Correspondingly, the United Kingdom branches and subsidiaries o f overseas 
companies contribute to domestic income but not to national income, their 
profits being part of income paid abroad.

For the estimates of the gross trading profits of companies operating in the 
United Kingdom, which form part of total domestic income, the Inland Revenue 
provides figures of the total profits of resident companies whose operations are 
mainly in the United Kingdom, including resident branches and subsidiaries of 
overseas companies. These figures exclude all of the profits of companies with 
operations mainly abroad, and dividends received from overseas subsidiaries

I

n ^Balance o f Payments Manuel, Third Edition, International Monetary Fund, Washington, 
D.C., 1961.
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International transactions

which are taken into account in the overall assessment to tax of a resident parent 
company. An approximate adjustment is made to exclude any trading profits 
earned abroad by companies operating mainly in the United Kingdom and 
include any profits earned in the United Kingdom by companies operating 
mainly abroad, but the overall difference from the required concept is thought to 
be small. It should be noted that enterprises engaged in operating British ships 
and aircraft are treated as operating in the United Kingdom irrespective of where 
the ships or aircraft are located; the incomes earned by their crews and the gross 
trading profits of the companies are regarded as part of domestic product. 
Similarly, the operations of oil rigs on the United Kingdom part of the North 
Sea Continental Shelf are regarded as operations within the United Kingdom.

To estimate the national income, the profits of overseas branches and subsi
diaries of United Kingdom companies have to be included and the profits of 
United Kingdom branches and subsidiaries of non-resident companies excluded. 
These estimates are based on the Board of Trade direct investment inquiry, 
made for the balance of payments accounts. In this inquiry the definition of an 
overseas branch is a permanent establishment as defined for the purpose of 
United Kingdom tax in the Statutory Instruments relating to double taxation 
relief. It is thus consistent in principle with the estimation of profits arising in the 
United Kingdom. In addition to allowing for the profits of overseas branches, 
the profits of overseas subsidiaries are also allowed for in proportion to the 
degree of ownership of the parent company, whether the profits are remitted or 
not. The profits of trade investments in associated companies are similarly 
allowed for. Other operations abroad of the parent company which do not fall 
within these definitions are regarded as part of the operations of the parent com
pany. If the parent company employs an overseas agent, the transactions arranged 
by the agent are regarded as being made directly with the parent company and 
only the commissions, etc. paid to the agent for his services accrue to the country 
of residence of the agent.

Thus, as far as possible, the balance of payments and national income accounts 
employ the same definition of residence for companies although there may be 
some inconsistencies in the treatment of profits earned from operations abroad 
which form a minor part of the total operations of the company. Discrepancies 
may also arise from differences in the assessments of profits by the Inland 
Revenue and the amounts of profits reported in the direct investment inquiry.

Principles o f the balance o f payments accounts
In principle, transactions are recorded in the balance of payments accounts 
when the ownership of goods or assets changes and when services are rendered. 
This conforms with the payable-receivable or accruals basis generally used in 
the national accounts. But in practice in the balance of payments accounts it is 
not always possible to keep precisely to this principle; the main departure from 
it is in the recording of imports and exports of goods (see page 441). 

Transactions in the balance of payments are classified in three main accounts:
(a) the current account covers imports and exports of goods and services, 
property income and transfers;
(b) the long-term capital account covers inter-government loans, other official 
capital transactions and private investment;
(c) monetary movements cover the remaining financial transactions, that is 
changes in the gold and convertible currency reserves, transactions with the
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International transactions

International Monetary Fund, changes in banking liabilities and claims, and 
other capital transactions o f a monetary nature.
It should be noted that the balance of payments current accourit combines 

transactions which may be included in a production account, an income and 
expenditure account or a capital account within the national income accounts 
(see Chapter II). Thus, imports of goods by United Kingdom residents which 
are included in the current account o f the balance o f paymerits may be inter
mediate goods, goods for current consumption or fixed capital assets. Also, 
except in'the case of certain special grants, no distinction is made in the balance 
of payments accounts between current and capital transfers, which are both 
included in the current account. The current balance in the balance o f payments 
accounts, apart from these special capital grants, is equal to net investment 
abroad. In the balance of payments accounts the term ‘capital’ is used to describe 
only transactions in overseas assets and liabilities, including physical assets held 
abroad; in the national income accounts physical assets held abroad are for 
convenience included with financial assets in the financial accounts, and the 
long-term capital account and the monetary movements section o f the balance 
of payments correspond to the financial account for the overseas sector (see page 
449). Thus the ‘capital’ transactions o f the balance o f payipents accounts 
correspond to ‘financial’ transactions within the national income accounts.

The balance of payments accounts include all transactions between residents 
and non-residents; every transaction in principle involves both a credit and a 
debit and so should be entered twice and the accounts should balance exactly. 
Thus, when a United Kingdom firm exports goods, the value of the goods is 
shown as a credit under visible trade in the current account. But this sale will be 
accompanied by another entry representing the payment for the exports. If a 
remittance is made in a foreign currency, there is an increase in the gold and 
convertible currency reserves; but if the foreign importer pays from balances 
already held in sterling there is a decrease in United Kingdom sterling liabilities 
to overseas residents. Both these types of payment will be reflected in the balance 
of monetary movements. The second entry can also appear under other headings. 
For example, if no payment is to be received for the goods, as for gift parcels or 
for exports financed by official grants, the matching debit entry will appear as a 
transfer payment, private or official, in the current account. If trade credit is 
provided from the United Kingdom, the matching debit entry reflecting the 
lending by the exporter or by a United Kingdom bank will usually appear in 
monetary movements. The repayment of such trade credit provides an example 
of a double entry for which both items are within a single heading of the accounts 
—monetary movements—one representing the reduction in lending and the 
other representing the payment received.

In the balance of payments accounts, the two entries made in respect of each 
transaction are derived from separate sources in almost every case. Moreover, 
the methods of estimation are not completely accurate and some items are 
missing. Hence the accounts do not balance exactly and in order to bring them 
into balance an additional entry, the balancing item, is required to offset the 
sura of all the errors and omissions in the other items of the accounts.

i

j

I

2. TH E P U B L I S H E D  TABLES
There are two tables in the Blue Book devoted entirely to international trans-
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actions, the summary table on international transactions (Table 7 of the 1967 
B ue Book) and the table on overseas transactions in financial assets (Table 79 
of the 1967 Blue Book) Both tables are consistent with the annual b“  of 
payments Pink Book, United Kingdom Balance o f Payments, published at about 
t he same time, in which full details of the balance of payments are given.

To close the system of sector accounts, non-residents, in respect of their 
ransactions with the United Kingdom, may be regarded formally as a sector of 

the United ^ngdom  economy. The summary table on international transactions 
combines elements of a production account, income and expenditure account 
and capital account for the overseas sector. The table is a re-arrangement in 
summa^ form, of the current account of the balance of payments as shown in 
the published balance of payments accounts. The table on financial transactions 
IS the financial account for the overseas sector; it analyses the changes in the 
United Kingdom assets and liabilities of the overseas sector and is a re-arrange
ment of the long-term capital and monetary movements sections of the balance 
of payments accounts.

I N T E R N A T I O N A L  TRAN SACT ION S

Transactions are grouped in this table so as to separate three categories of 
transactions distinguished throughout the national accounts: transactions in 
goods and services, property income payments and transfer payments. The Blue 
Book table is set out as follows:

International transactions, 1966

£ million

United Kingdom credits United Kingdom debits

Bxports and re-exports of goods
Exports of services......................

Property income from abroad ..
U.K. taxes paid by non-residents 

on portfolio incom e................
U.K. taxes paid on profits due 

abroad .....................................

Exports and property income 
a b ro a d ......................................

5,110
1,829

1,496

15

190

8,640

'Current transfers:
To personal sec to r..................
To central government ..........

Capital transfers from abroad ..

121

Imports of g o o d s ......................
Imports of services....................

Property income paid abroad .
Foreign taxes paid by U.K. 

residents.................................

Imports and property income 
paid abroad ...........................

Current transfers:
From personal sector ..........
From central government . . .

Investment and financing:
Net investment abroad..........
less Capital grants from over

seas governments (net)

5,262
1,863

774

556

8,455

• • •
Total*!)

Total 8,761 Total

-5 9

-5 9

8.761

Source: 1967 Blue Book, Table 7
’*!‘Equals the current balance in the balance of payments accounts.
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RANSACTIONS

■ “ ‘^sories of
' accounts: transactions in 
:nts and transfer paymenu. Tlie Blue

ctions. 1966

£ million

United Kingdom debits

^)orts of goods. 
iports of sen tes

operty income pmd abroad .
)reign taxes paid by U X
...... ..................................................................................

iports and propcrtj' in » m  
paid abroad. . . . . . . . . . . . . . . .

urent transfers:
From pcfional s e c t o r ^ - - !From central government...;

5̂ 62
U63

774

556

8,455

This table is also published quarterly in Economic Trends but without any 
subdivision of United Kingdom taxes paid by non-residents. The quarterly 
table has been prepared from 1961. Seasonally adjusted estimates and quarterly 
estimates back to 1958 for the series other than tax payments are available from 
the balance of payments accounts.

Exports and re-exports, and imports o f goods
These items are identical with exports and re-exports, and imports in the balance 
of payments accounts. Both exports and imports are valued ‘f.o.b.’, or free on 
board, that is excluding all freight and insurance charges. Purchases of shipping 
and insurance services by or from non-residents are included in exports and 
imports of services. With some exceptions, the most important of which is 
recent purchases of military aircraft from the United States (see page 460), they 
represent the value of merchandise crossing the United Kingdom boundary. 
The figures of exports and imports of goods are based mainly on the monthly 
Overseas Trade Accounts o f the United Kingdom {Trade Accounts) but certain 
adjustments are made to convert the Trade Accounts to a balance of payments 
basis. The adjustments are described in Section 3 of this chapter.

To achieve consistency with the basis for estimating other transactions in the 
national accounts, exports and imports of goods should be recorded at the time 
when the ownership of the goods clianges. In practice, however, the compilation 
of the Trade Accounts and therefore, in general, of the balance of payments and 
national income accounts is geared to the declarations made by exporters and 
importers which are received in the statistical office of H.M. Customs and 
Excise. With certain exceptions, traders are allowed a short period of grace 
before documents have to be presented at the ports. Export documents are 
commonly presented after shipment; the normal period of grace is six days, but 
this may be extended. There is a further interval before copies reach the statistical 
office. The effect of these lags is accentuated since the monthly processing of the 
exports statistics begins before the end of the calendar month. Importers are 
usually required to present their documents before they can obtain customs 
clearance and remove the goods. Moreover, the monthly total for imports 
includes those recorded in documents relating to the month which reach the 
statistical office up to the third working day after the end of the month. 
The imports statistics therefore correspond more closely than the exports 
statistics to movements through the ports during the calendar month. No 
single definition can be given of the time when ownership changes, but on the 
assumption that on average it occurs at some time between the departure of 
goods from the exporting country and their arrival in the importing country. 
United Kingdom exports and re-exports are recorded at various times around the 
time of change of ownership, whilst imports tend to be recorded in arrears of 
change of ownersliip. In general, no adjustment is made to the figures for any 
differences in timing between the recording in the Trade Accounts and the change 
of ownership.

Exports and imports o f services
These comprise transactions in services between United Kingdom and overseas 
residents together with certain transactions in goods not crossing the United 
Kingdom boundary, such as purchases for local use by the Forces overseas, 
purchases by tourists, ships bunkers and stores, etc. The estimates are taken
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from the figures of invisibles in the balance of payments, exports and imports of 
services in the national accounts being equivalent to credits and debits respec
tively in the balance of payments accounts. As far as possible these items are 
measured consistently with the definitions required for the national income 
accounts. But there are difficulties in drawing the distinction between payments 
for factor services, to be included here, and interest payments which form part of 
property income. Also, it is often difficult to distinguish the resident status of 
those rendering or receiving the services and thus to decide whether the pay
ments should be included in transactions with overseas residents. The balance of 
payments items included are government (other than transfer payments), 
transport (shipping and civil aviation), travel and other services. In line with 
international recommendations <2) the system of classification in the balance of 
payments accounts is a functional one and this criterion is given precedence 
where necessary over a classification by economic sector.

(a) Government. Exports and imports of services under the balance of pay
ments item ‘Government’ cover both military and non-military items and include 
all transactions in services of the United Kingdom government, and its employees 
stationed abroad, with overseas residents, and certain transactions in goods (see 
above) which are not appropriate to other items in the balance of payments 
accounts or which cannot be allocated to them because of lack of information. 
Transactions between United Kingdom private residents and overseas govern
ments are not included in this item.

Exports of services include receipts by the United Kingdom government from 
the United States and Canadian Forces stationed in the United Kingdom for 
supplies and services, receipts from the United States government in respect of 
goods supplied to the United Kingdom Forces (offshore sales), contributions 
from overseas governments towards common defence projects and various other 
miscellaneous receipts from overseas countries. The value of goods held abroad 
and transferred to overseas countries by the United Kingdom Forces as part 
of mihtary aid is also included, together with the value of services provided in 
the United Kingdom to overseas residents by government departments under 
military training schemes and under the United Kingdom government pro
gramme of economic aid to overseas countries. Where no charge is made, the 
entries representing the value of goods or services provided are offset by grants 
abroad. But where the transfer of buildings and other fixed assets to overseas 
governments on independence does not form part of economic or military aid, 
and is therefore not included in grants abroad, nothing is included in this item. 
In the central government current account (Table 41 of the 1967 Blue Book) 
government exports of services are a deduction in arriving at current expenditure 
on goods and services.

Imports of services comprise wage and salary payments to the locally engaged 
staff of United Kingdom government offices and military bases abroad; the 
personal expenditure abroad of United Kingdom Forces, diplomatic staff and 
other staff engaged from the United Kingdom; the operating costs of overseas 
military bases, embassies, high commission offices and consulates, including 
local purchases of food, equipment, fuel and services; and contributions towards 
common defence projects. Expenditure overseas is recorded partly on a net basis, 
that is after deducting receipts arising locally. In particular, in the years from

‘2 ̂ Balance o f Payments Manual, Third Edition, International Monetary Fund, Washington, 
D .C , 1961.
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1955/56 to 1960/61, when contributions in cash were received from the German 
Federal Republic towards meeting the costs o f the United Kingdom Forces 
stationed in Germany, these receipts were deducted from expenditure.

These imports o f services form part of current expenditure on goods and 
services in the central government current account, but the latter includes the 
total wages and salaries, etc. of United Kingdom Forces and government 
employees stationed abroad and not just their personal expenditure. The wages 
and salaries are the income of individuals regarded as residents and that part ot 
their income which they spend overseas is included in consumers’ expenditure
as part of ‘Consumers’ expenditure abroad’ (see page 185).

(b) Transport: shipping. The shipping estimates cover both dry cargo and 
tanker transactions. Exports of services include the earmngs of the United 
Kingdom shipping industry from the carriage o f United Kingdom exports, and 
from freight on cross-trades; receipts from chartering ships to overse^ resi
dents; and receipts of passenger fares from overseas residents. Also included are 
the disbursements of foreign ships in United Kingdom ports. Imports of services 
comprise payments by United Kingdom residents to overseas shipping companies 
for passenger fares; freight payments to foreign shipping companies for carrying 
United Kingdom imports; payments to overseas residents for chartering; and 
the disbursements abroad of United Kingdom shipping companies. Disburse
ments include payments for bunkers, canal dues, maintenance of shore establish
ments, port charges, agency fees, handling charges, crews’ expenditure, pilotage 
and towage, repair work, ships’ stores, light dues and other miscellaneous port
expenditure abroad.

(c) Transport: civil aviation. Exports o f services comprise receipts by British 
Overseas Airways Corporation, British European Airways and the British 
independent airlines of passenger fares from overseas residents, and their 
earnings from the carriage of United Kingdom exports, from freight on cross
trades and from the carriage of mail on behalf of overseas postal authorities; 
receipts by the British airUnes of sums due from overseas airlines as settlements 
under pooling arrangements; receipts from chartering aircraft to overseas 
residents; and disbursements in the United Kingdom by overseas airlines. 
Imports of services comprise the corresponding payments by United Kingdom 
residents to overseas airlines and the disbursements abroad of British airlines. 
Disbursements include airport landing fees, handling charges, crews expendi
ture, purchases of fuel and oil and catering supplies, commissions to agents, 
advertising and the operating costs of overseas offices.

(d) Travel. Exports comprise expenditure in the United Kingdom by overpas 
visitors; imports comprise expenditure by United Kingdom residents on visits 
to overseas countries. Expenditure on business account is included. The cost of 
sea or air travel from and to the United Kingdom is not part of this item, 
payments to shipping and airline companies affecting the balance of payments 
are included in ‘Transport’. But other payments for transport by overseas 
visitors within the United Kingdom and by United Kingdom residents travelling 
within or between overseas countries are included in this item.

Personal expenditure overseas by United Kingdom residents, not on business 
account, is included in consumers’ expenditure and is part of the item ‘Con
sumers’ expenditure abroad’. The rest of that item comprises expenditure by 
United Kingdom Forces and government employees stationed abroad (see 
above). Expenditure on business account is not shown separately; it is part of
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the operating costs of businesses. The estimates of the separate categories 
of consumers’ expenditure (shown in Table 27 of the 1967 Blue Book) include 
the amount spent on each of the items by overseas residents in the United 
Kingdom. But since the estimates of total consumers’ expenditure must exclude 
all purchases by overseas residents, a negative adjustment is made to exclude 
total expenditure by overseas visitors on both personal and business accounts, 
expenditure by the Forces and employees of overseas governments and 
expenditure of other non-residents (see page 186). The latter should cover 
expenditure by non-resident journalists and overseas students, which is included 
in exports of ‘Other services’ (see below). However, in the 1967 Blue Book no 
deduction was made for the expenditure of overseas students and the expen
diture estimates of gross domestic product were too high on that account.

(e) Other services. This item includes all transactions in services between 
United Kingdom private residents and overseas residents (both government and 
private) which are not appropriate to other items in the account or which cannot 
be allocated to these items for statistical reasons. Components include payments 
and receipts for financial and allied services, telecommunications and postal 
services, films and television, use of royalties (including licence fees and pay
ments for technical ‘know-how’), services rendered between related companies 
(including management and head ofiSce expenses), advertising and other com
mercial services between non-related companies, work done by architects and 
consultant engineers, building and civil engineering work, and temporary work 
overseas such as by entertainers, journalists and domestic workers. Financial 
and allied services cover earnings of banks and other financial institutions for 
brokerage, merchanting, arbitrage, banking services, underwriting and other 
insurance; but not interest payments or receipts or the profits of the overseas 
branches, subsidiaries and associates of banks and other financial institutions. 
In line with the treatment of dividends and interest in the national accounts, the 
latter categories are included in property income received from or paid abroad. 
However, up to 1962 the earnings of United Kingdom insurance companies 
from their overseas branches, subsidiaries and associates were not distinguish
able from other insurance earnings from abroad and they therefore form part of 
exports of services. This break in continuity does not affect the estimates of gross 
national product, but it does affect its division between gross domestic product 
and net property income from abroad. For years up to 1962 there was probably 
on average an overstatement of gross domestic product of about £20 million a 
year on this account.

Exports of services also include receipts, other than by the United Kingdom 
government, from overseas government agencies, foreign military establish
ments and international organisations located in the United Kingdom. The 
personal expenditure of their employees recruited overseas is also included. 
Personal expenditure by non-resident students and journalists is also included 
here and not under ‘Travel’. For temporary work overseas, only remitted 
earnings are taken into account. Gold purchased for industrial use is included in 
imports of services.

More detailed definitions of the components of ‘Other services’ are given in 
the annual balance of payments Pink Book, United Kingdom Balance of Pay
ments.
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karate câ  .‘̂ tegori,

International transactions 445

»«c<Sr-
S r-™ C“c;
■ i i  the l i  " f
■ overseas no: o f  oversea, ct .  ^  ^
n  w e r e t h e  expe.'  '00  high oa t a  "

«S«S  resideots ftmii, „
r items in tiiA S '^ ^ '^ e n t and 
masons Com cannot

« ,  tetom m um catioiis and posw
tides (including licence fees and pay.
' ^°*^cred betfl-een related companies 
:^ n s e s ) ,  advertising and other com- 
ipanies, work done by architects and 
igineering work, and temporary work 
ists and domestic workers. Financial 
ks and other financial institutioDs for 
ing semces, undenmting and other 
receipts o r the profits of the overseas 
lanks and other financial institutions, 
j  interest in the national accounts, the 
income received from or paid abroad, 
nited Kingdom insurance companies 
i and  associates were not distinguish-

nestic p ro to

other than by
agencies, f o r #

esi

J t e d  iD the icduded.
’l u i t e d  included

Unite<i Deluded-Kingdom;- TheI ^
,'erseiis is 

dents and jo n rn ^ ^ ^ ;
rccru also jinitted

iluded in

are
ch^df given in

n/W-

Property income
Property income consists o f the income entitled ‘Interest, prohts and dividends’ 
in the balance of payments accounts. In order to maintain consistency with the 
treatment of domestic incomes, property income from abroad is measured in the 
national income accounts before deduction o f taxes on income levied by overseas 
governments. In the balance o f payments accounts however, interest, profits and 
dividends are recorded after deduction of all overseas taxes. In the national 
accounts the tax payments are entered again on the opposite side of the account 
so that the balance between payments and receipts in the balance of payments 
accounts is preserved. The payment of tax to an overseas government on income 
accruing to United Kingdom residents is thus regarded as a payment of property 
income by the United Kingdom and vice versa. United Kingdom taxes paid by 
non-residents on portfolio income relate to income tax paid on receipts of 
dividends and interest from portfolio investment in United Kingdom securities. 
United Kingdom taxes paid on company profits due abroad relate to corpor
ation tax, income tax, profits tax and excess profits tax paid on profits earned 
in the United Kingdom by overseas-owned branches and subsidiaries. Foreign 
taxes paid by United Kingdom residents are those levied by central governments 
on the basis of income; taxes which are regarded as part o f operating expenses, 
including most mining royalties, are excluded.

Property income from abroad is estimated before providing for stock apprec
iation but after deduction of depreciation allowances, as in the balance of pay
ments accounts, and in the latter respect it is inconsistent with the treatment of 
domestic incomes. The discrepancy arises on both the gross flow and the net 
flow, but in so far as the depreciation allowances are an appropriate measure of 
capital consumption the estimates o f national income, as opposed to gross 
national product, are not affected.

In the national income accounts, property income received from and paid 
abroad are included in the accounts of the appropriate domestic sector. The 
only components separately identified, however, are the income from abroad of 
companies and public corporations and that part of income paid abroad repre
sented by company profits. In the balance of payments accounts the components 
of interest, profits and dividends are grouped into direct, portfolio and other 
investment income.

(a) Direct investment income. Direct investment is defined as investment by 
United Kingdom companies in their overseas branches, subsidiaries or assoc
iated companies; and investment by overseas companies in branches, subsidiaries 
or associated companies in the United Kingdom. Income from direct investment 
includes branch profits, interest on loans and dividends remitted by subsidiaries, 
together with the parent companies’ share of unremitted profits retained for 
reinvestment. The latter item is included also in the financial accounts as an 
increase or decrease in ‘Other private sector assets: long-term’. The overseas 
earnings of oil companies are excluded from this item and included in ‘Other 
investment income’. Up to 1962 the income of United Kingdom insurance 
companies from the operations of their overseas branches, subsidiaries and 
associates is also excluded (see page 444).

In the national income accounts, direct investment income from abroad 
including taxes paid abroad is included in ‘Income from abroad’ in the appro
priation accounts of companies and public corporations; nearly all of this 
income is received by companies. The whole of direct investment income paid
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abroad is included in the item ‘Profits due abroad net of United Kingdom tax’ 
in the appropriation account of companies.

(b) Portfolio investment income. The payments of interest and dividends on 
portfolio investment, both to and by the United Kingdom, relate solely to the 
remitted proceeds. Interest on British government securities held by overseas 
banks, central monetary institutions and the Note Security and General Funds 
of the Crown Agents is excluded from this item and included in ‘Other invest
ment income*. Prior to 1963 interest on British government securities held by 
certain other official bodies in the overseas sterling area and interest on the 
Crown Agents’ investments in United Kingdom local authorities were also 
included in ‘Other investment income’ instead of ‘Portfolio investment income’.

The proportion of portfolio investment income from abroad which is received 
by United Kingdom companies is approximately 60 per cent of the total. The 
estimate of receipts by companies plus the corresponding taxes paid abroad is 
included in ‘Income from abroad’ in the company appropriation account. 
Portfolio income paid abroad is included in the figures of total dividends and 
interest paid by the domestic sectors and payments abroad by each sector are not 
separately identified.

(c) Other investment income. Included under this heading are the earnings of 
oil companies. Broadly speaking, oil credits represent the surplus on the current 
transactions of United Kingdom companies resulting from their operations 
overseas although this surplus differs in various ways from an accounting 
measure of the profits earned overseas. It includes, for example, the value of 
services rendered between parents, overseas subsidiaries and associated com
panies, such as current expenditure in the United Kingdom on marketing, 
headquarters expenses, research, etc. Also, for some companies they are arrived 
at after taking account of payments of taxes overseas, rather than of the accrued 
liability for overseas taxation. Oil debits consist of the interest, profits and 
dividends paid abroad by the United Kingdom subsidiaries and associates of 
overseas oil companies and the profits retained by these companies for reinvest
ment in the United Kingdom. These oil credits and debits are earned and paid 
entirely by companies.

Other transactions under this heading include interest receipts and payments 
on inter-govemment loans and other official investment, including interest 
received on the reserves and interest (or dividends) on the Treasury portfolio of 
dollar securities; charges on drawings from the International Monetary Fund; 
interest on external banking liabilities and claims in sterling and sterling area 
currencies, including interest on British government securities held by overseas 
banks, central monetary institutions and the Note Security Funds of the Crown 
Agents (see note on ‘Portfolio investment income’ above); any other interest 
charged to overseas importers on trade credit extended by United Kingdom 
residents; income from real estate owned abroad, other than through the overseas 
subsidiaries of property companies; and income from trust funds invested 
abroad to the benefit of United Kingdom resident individuals or institutions.

In the national income accounts, investment income from abroad in the form 
of interest on sterling claims, discounts on bills and other interest received on 
trade credit is included, gross of any taxes paid abroad, in the estimate of 
‘Income from abroad’ in the company appropriation account. Some income 
on overseas investments is received by public corporations and included in the 
estimate of their ‘Income from abroad’. Interest received on trusts and annuities
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is included indistinguishably in the rent, dividends and net interest received by 
the personal sector, whilst the remainder (interest on inter-government loans, 
the reserves, etc.) forms part of the total interest received by the central govern
ment ‘Other investment income’ paid abroad is included indistinguishably in 
the figures of total dividends and interest paid by the domestic sectors and 
payments abroad by each sector are not separately identified.

Current transfers
(a) Personal sector. Current transfers to and from the personal sector shown 

in the national income accounts are the same as credits and debits under private 
transfers in the balance of payments accounts. Private transfers comprise cash 
gifts and the value of goods transferred and services rendered between United 
Kingdom private residents and overseas residents without a quid pro quo.

Examples of the types of transaction giving rise to entries under this heading 
are gifts of goods sent by parcel post, payments by United Kingdom residents 
to their dependants overseas and other cash gifts, transfers of funds by missionary 
societies and charitable institutions, legacies and transfers of assets by migrants 
other than their personal and household belongings. As far as possible, the 
total wealth of a migrant is included to correspond with the treatment in the 
long-term capital account or monetary movements section of the balance of 
payments, where the assets are recorded or re-classified in accordance with the 
new resident status of the migrant, even if the assets are not removed to or from 
the United Kingdom at the time of migration.

Some of these private transfers may be received or made by companies but, 
in the absence of any detailed information, they are attributed entirely to the 
personal sector. The error involved through this mis-classification is not likely 
to be large. Mis-classification also arises in the national accounts because 
transfers of assets by migrants and also any legacies included, should properly 
be treated as capital and not current transfers; but the available data do not 
permit a satisfactory separation to be made.

(b) Central government. Current transfers to the central government occurred 
only in periods before 1959 and consisted almost entirely of defence aid. This 
was assistance provided, mainly by the United States government, for the 
purchase of raw materials, machinery and equipment (see page 270).

Current transfers from the central government are the same as the govern
ment transfers debits in the balance of payments current account, which are 
divided into four groups: economic grants, military grants, subscriptions and 
contributions to international organisations, and other transfers. Economic 
grants comprise cash grants made to the less developed countries to assist in their 
economic development and the value of goods and services provided to these 
countries without charge by the United Kingdom government. Military grants 
consist of cash grants for noilitary purposes and goods and services of a military 
nature provided to overseas countries by the United Kingdom government 
without charge. Where economic or military aid is not involved, no entry is 
made either under transfers or under government receipts, in respect of fixed 
assets transferred without charge to overseas countries. Subscriptions and con
tributions include United Kingdom subscriptions to the United Nations and 
other international bodies to meet the administrative expenses of these organ
isations, similar payments to international military agencies (South-East Asia 
Treaty Organisation, Central Treaty Organisation, etc.) and United Kingdom
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448 International transactions

contributions to international organisations for multilateral economic assistance
to the less developed countries and other international projects. Subscriptions
to the International Finance Corporation, the International Development
Association, the European Fund and the International Monetary Fund are not
included under this heading since they are regarded as creating a financial asset.
Other transfers are mainly national insurance benefits and war pensions paid to 
overseas residents.

Capital transfers from abroad
This item includes a variety of capital receipts arising from government oper
ations abroad. In the early post-war years the main constituents were sales of 
surplus war stores held abroad and the settlement of debts and claims arising 
out of the war. The item comprises items (b) and (c) on pages 274 and 276 where 
further details are given. Receipts were last recorded in 1955.

Apart from certain special grants which form a separate category (specified 
below), no distinction is made in the balance of payments accounts between 
current and capital transfers. All of these transfers are included as part of govern
ment receipts from transfers in the current account of the balance of payments.

Investment and financing
(a) Capital grants from overseas governments {net). These occurred in the 

years 1947 to 1951 and were included in the balance of payments accounts in a 
separate category outside the current and long-term capital accounts. They 
included:

(i) Grants to the United Kingdom from the United States under the Europ
ean Recovery Programme, including conditional aid less the United States 
share of the sterling counterpart.
(ii) Aid in foreign currency received from European countries, under the 
Intra-European Payments Agreement, less grants to those countries of the 
sterling counterpart of conditional aid under the European Recovery 
Programme either in the form of drawing rights or in the form of the initial 
debit balance allotted to the United Kingdom under Article 10 of the 
A^eement for the Establishment of a European Payments Union.
(iii) Gifts made to the United Kingdom in 1947 and 1949 by Australia and 
New Zealand in order to reduce the level of overseas sterling holdings.
(iv) Revaluation payments made on the sterling holdings of certain countries 
following the change in the value of sterling on 18 September 1949 were 
deducted from this item. Entries arising from revaluations on devaluation in 
1967 are included elsewhere in the accounts.

The gross transfers were included in the central government capital account (see 
pages 274 and 284).

(b) Net investment abroad. This represents the net increase in the value of 
overseas assets acquired by United Kingdom residents less the net increase in 
the value of assets in the United Kingdom acquired by non-residents. It is the 
third main form of additions to the national wealth shown in the combined 
capital account for the United Kingdom (Table 6 of the 1967 Blue Book, see 
page 64). Overseas assets include investment in physical assets, financial assets 
and gold and foreign currency reserves. In the national income accounts, 
physical assets held abroad are included with financial assets in the financial 
accounts and net investment abroad is equal, apart from the change in sign, to
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the net acquisition of financial assets by the overseas sector. The table on trans
actions in financial assets by the overseas sector, which is described below, 
therefore provides an analysis of the form of net investment abroad.

Net investment abroad is equal to the current balance in the balance of pay
ments accounts except in the years 1947 to 1951 when capital grants from over
seas governments have to be added to the current balance to arrive at net invest
ment abroad. It is also equal, apart from the change in sign, to the balance of the 
long-term capital account in the balance of payments plus the balance of mone
tary movements plus the balancing item. An alternative measure of net invest
ment abroad is given by the sum of the balance of the long-term capital account 
and of the balance of monetary movements, with sign reversed. The difference 
between the two measures, the balancing item, is thought to contain a recurrent 
positive element probably representing an imderstatement of credits on current 
account, an overstatement of debits, or quite probably a combination of both 
(see page 472). But this element, which cannot be precisely identified, is excluded 
from the measure of net investment abroad shown in the tables and the whole 
of the balancing item is presented as unrecorded financial transactions.

Net investment abroad is estimated net of depreciation provisions (see page 
445) and the figuresdiffer in this respect from thoseof domestic capital formation, 
which is estimated gross, before deduction of capital consumption.

T R A N S A C T I O N S  I N  F I N A N C I A L  ASSETS:  OVERSEAS S E C T O R

The financial account of the overseas sector is a regrouping of transactions 
from the long-term capital account and the monetary movements section of the 
balance of payments accounts according to the types of assets and liabilities 
exchanged. The net acquisition of financial assets by the overseas sector is equal, 
with sign reversed, to net investment abroad (see above) and the table shows 
the form of that investment.

The presentation of the financial account of the overseas sector in the 1967 
Blue Book is shown on the next page. A similar presentation has been prepared 
quarterly from 1963 and is published in Financial Statistics.

The assets distinguished in the financial accounts are defined in Chapter XIV, 
to which reference should be made. Additional details of central government 
financial transactions are given in Chapter IX. The following notes amplify 
where necessary the description of those items which are taken directly from the 
balance of payments accounts and explain some of the differences in coverage 
between other items in the financial account of the overseas sector and the 
corresponding item in the balance of payments accounts. A reconciliation of the 
figures for 1966 in the financial accounts with the items in the balance of pay
ments accounts is shown in the table on pages 451 to 454.
Treasury bills
These include the counterpart of most inter-central bank transactions in support 
of the reserves in the form of swaps against sterling. When swaps are made the 
foreign currencies received are added to the holdings of the Exchange Equal
isation Account and thus augment the gold and convertible currency reserves. 
There is a corresponding increase in external liabilities in sterling to central 
monetary institutions. The sterling is held on behalf of the central monetary 
institutions undertaking the swap and is usually invested in Treasury bills, 
leading to an increase in Treasury bills held by overseas residents. Bills held by
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450 International transactions

Transactions in financial assets*^’: overseas sector, 1966

£ million

Treasury bills ...................................................................................................
British government and government guaranteed securities.................................
Local authority debt ....................................................................................... [ [ ’
Gold and currency reserves ............................................................................... [ ’
Inter-government loans (net) ............................................................................. ["
United Kingdom subscriptions to International Monetary Fund and European 

Fund.....................................................................................................................
Drawings from United Kingdom subscriptions to international lending bodies
Holdings of interest-free notes by International Monetary Fund......................
Other public sector assets and liabilities:

Short-term ...........................................................................................................
Long-term...............................................................................................................

Deposits with banking sector ...............................................................................
Deposits with other financial institutions.............................................................
Bank lending:

Advances and loans ...........................................................................................
Commercial b ills...................................................................................................
Money at call and short notice .........................................................................

Company and overseas securities...........................................................................
Other private sector assets:

Short-term ...........................................................................................................
Long-term..............................................................................................................

Unidentified items‘2* ....................................................................... .

Net acquisition of financial assets*!” ’̂ 59

Source: 1967 Blue Book, Table 79 
‘I’Acquisition of assets or reduction in liabilities by the overseas sector is shown positive;

sale of assets or increase in liabilities negative.
‘2‘The balancing item in the balance of payments accounts.
‘3’Equals, apart from the change in sign, the current balance in the balance of payments 

accounts.

the Bank of England as the sterling equivalent of foreign currency deposits 
arising from central bank assistance are however excluded; these are included in 
‘Other public sector assets: short-term’. Up to 1962 the figures relate to overseas 
official holdings only.

British government and government guaranteed securities
In the balance of payments accounts, transactions in government and govern
ment guaranteed securities by overseas banks and central monetary institutions 
are treated as transactions in liquid liabilities which are included in monetary- 
movements. Those by other holders where the liabilities are regarded as less 
liquid, are included in the long-term capital accoimt as part of private invest
ment. Up to 1959 the figures relate only to the overseas official holdings included 
in monetary movements.

Local authority debt
In the balance of payments accounts changes in overseas holdings of local 
authority temporary money are treated as monetary movements, while changes 
in holdings of securities and mortgages are included in the long-term capital 
account as part of private investment.

Recofl
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Reconciliation bet^vecn financial accounts and balance of payments accounts, 1966

£ million

See footnotes on page 454.

Transactions in financial assets: 
overseas sector‘d’

1
Balance of payments accounts'2 >

. . r..
Treasury bills ............................... 221 External liabilities in sterling: 

Treasury bills ......................... 221

British government and govern
ment guaranteed securities . . . - 8

Private investment: British gov
ernment sto ck s.......................

External liabilities in sterling: 
British government stocks ..  

Miscellaneous capital: Adjust
ment o f external liabilities to 
transactions value..................

20

- 2 8
1

- 8

Local authority debt.................... - 3 8 External liabilities in sterling: 
Deposits with local author
ities ...........................................

Private portfolio investment: 
Local authorities—securities 
and mortgages .......................

- 3 0

- 8

- 3 8

Gold and currency reserves ___ 282 Gold and convertible currency 
reserves ................................... - 3 4

Transfer from dollar portfolio
to reserves..............................

Official holdings o f non-con
vertible currencies ................

316

282

Inter-government loans (net)___ - 6 2 Inter-government loans (net). . . - 6 2

United Kingdom subscriptions to 
International Monetary Fund 
and European Fund................ -1 7 5

Other official long-term capital 
(net): Subscriptions to Europ
ean F u n d ................................

Account with International 
Monetary Fund: Subscrip
tion in gold and sterling........ -1 7 5

-1 7 5

Drawings from United Kingdom 
subscriptions to international 
lending bodies.......................... - 1 0

Other official long-term capital 
(net): Subscriptions to inter
national lending bodies........

External liabilities in sterling: 
Change in these bodies’ hold
ings of non-interest bearing
notes........................................

Timing and rounding differences 
( a ) ............................................

- 1 2

- 2

4

- 1 0
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International transactions 453
£ million

Transactions in financial assets 
overseas sector‘d ’

Balance of payments accounts

Deposits with other financial 
institutions ..............................

Bank lending:
Advances and loan s..............
Money at call and short notice

31
External liabilities in sterling: 

Deposits with hire purchase
finance companies ............

Identified deposits with other
financial institutions ........

Differences in timing and cover
age of hire purchase finance 
companies’ transactions (c) . .  

Private investment: Other over
seas borrowing by hire pur
chase finance companies........

-9 7 8

Claims innon-sterling currencies:
U.K. b an k s.............................

Claims in overseas sterling area
currencies ...............................

less Commercial bills drawn in 
non-sterling or overseas ster
ling area currencies on over
seas residents and held by 
banks on behalf of their U.K.
customers ..............................

External claims in sterling: 
Advances and overdrafts . . .  

Timing and coverage differences 
( d ) ..............................................................

Bank lending: commercial bills

Company and overseas securities

- 2 7 External claims in sterling: 
Commercial bills and promis

sory notes ..........................
Acceptances ..........................

less Bills lodged with banks by
U.K. customers ....................

Timing and coverage differences 
( e ) ............................................

66 Private direct investment:
Net acquisition of share and

loan capital by U.K............
Net acquisition of share and

loan capital in U.K..............
Private portfolio investment

by U.K.................................
Private portfolio investment 

in U.K.—Company secur
ities ......................................

11

36

- 1 6

31

-1 ,040

55

-9 7 8

36

22

- 2 7

- 5 4

69

112

-6 1

66
See footnotes on page 454.
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454 International transactions
£ million

Transactions in financial assets: 
overseas sector'!’ Balance of payments accounts '2 >

Other private sector assets: short
term .............................. 3 ' 3)

Miscellaneous capital:
Trade credit (not elsewhere

included)...........................
Other identified commercial 

short-term transactions ..  
less Transactions of public

corporations........................
Liabilities and claims in non- 

sterling and overseas sterling 
area currencies:
Commercial bills drawn on

U.K. residents ..................
Bills drawn on overseas resi

dents and lodged with U.K.
banks .................................

External liabilities and claims in 
sterling:
Commercial bills drawn on

U.K. residents ..................
Bills drawn on overseas resi

dents and lodged with U.K.
banks .................................

less Timing and coverage differ
ences in other items, (a)-hCb) 
+(c)+(d)-f(e) ......................

- 1 2

- 6

- 7

10

-3 6

Other private sector assets: long
term ............................................ -113

Private investment:
Direct investment by the U.K. 
less Acquisition of share and

loan capital.......................
Direct investment in the U.K. 
less Acquisition of share and

loan capital.......................
‘Other’ private investment by

the U.K...............................
‘Other’ private investment in

the U.K...............................
less Overseas borrowing by 

hire purchase finance com
panies .................................

48

- 3

-314

-6 9

Unidentified items - 1 Balancing item

-115

107

-113

- 1

Net acquisition of financial assets 59 Current balance (sign reversed) 59

'•’Acquisition of assets or reduction in liabilities by the overseas sector is shown positive; 
sale of assets or increase in liabilities negative.

'2’United Kingdom assets: increase —, decrease -f-. United Kingdom liabilities: increase + , 
decrease —.

‘3’These figures incorporate corrections made after publication of the 1967 Blue Book. The 
table on page 450 shows the figures given in the 1967 Blue Book.
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International transactions 455

Gold and currency reserves
This item comprises (a) changes in the reserves of gold and convertible currencies 
held in the Exchange Equalisation Account, (b) changes in official holdings of 
non-convertible currencies, (c) up to 1959 changes in the United Kingdom 
balance in the European Payments Union, and (d) transfers (£316 million in 
1966) from the government portfolio of dollar securities to the reserves of gold 
and convertible currencies held in the Exchange Equalisation Account. In the 
balance of payments accounts these four components are shown separately. In 
the national income accounts only the combined figure is shown and the transfers 
to the reserves do not affect this total because they represent a transfer within the
central government.

Currency is valued at par rates and gold at the sterling equivalent (at parity) 
of S35 per ounce fine. Until a par value for the Canadian dollar was established 
on 2 May 1962 holdings of this currency were valued at the appropriate exchange 
rates. The balance at the liquidation o f the European Payments Union in 1959 
was converted into bilateral debts due to and by member countries and the 
debts were funded so that they now form part o f inter-government lending. 
Most of the process of changing the composition of the government portfolio of 
dollar securities from holdings mainly in equities into holdings mainly in liquid 
assets had taken place by the end o f 1965 and the portfolio of dollar securities 
had long been regarded as nearly equivalent to a reserve asset.

Drawings from United Kingdom subscriptions to international lending bodies
The figures in the financial accounts are derived from Exchequer records. In the 
balance of payments accounts, subscriptions to the international lending bodies 
and changes in the bodies’ holdings of sterling are shown separately. The differ
ence between the figures in the financial accounts and the net total of those in the 
balance of payments accounts is due partly to rounding and partly to differences 
in timing between Exchequer records and the Bank of England records from 
which the balance of payments figures are derived.

Holdings o f interest-free notes by International Monetary Fund
Holdings of interest-free notes by the International Monetary Fund represent 
the counterpart of (a) the unused balance of the sterling portion of the United 
Kingdom subscription to the Fund, which is deposited in the United Kingdom 
against the issue of interest-free notes by the Exchequer and is available for 
drawings from the Fund in sterling by other countries; and (b) United Kingdom 
drawings from the Fund. When drawings are made from the Fund by the United 
Kingdom the foreign currencies drawn are purchased for sterling and the Fund 
lends back the sterling to the Exchequer on the security of interest-free notes.

In the balance of payments accounts, the subscriptions in gold and in sterling 
to the Fund and changes in holdings of interest-free notes are included in the 
account with the I.M.F., which also includes changes in the Fund’s current and 
deposit accounts held in the United Kingdom. Also included in the years 1965 
to 1967 is the gold deposited in the United Kingdom by the Fund to alleviate the 
impact of gold purchases from the United Kingdom by other Fund members in 
order to pay the increase in their gold subscriptions.

In the financial accounts, the deposits in the current and deposit accounts of 
the I.M.F. and the gold deposited in the United Kingdom are classified as 
‘Deposits with banking sector’.
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Other public sector assets and liabilities', short-term
The mam recurrent components of this item are changes in non-sterling currency
balances held m offiwal funds, other than the Exchange Equalisation Account^
including the Trust Fund set up to finance the United Kingdom share of the
cost o f developing and producing Polaris missiles; and changes in the denosits
by the German Federal Republic against future expenditure in this country
made to offset part of the foreign exchange costs of stationing Forces in Germany
Also included are changes in official liabilities in non-sterling currencies in the
form of deposits by overseas central banks. These deposits are made under the
reciprocal credit facilities established with the central banks of the United
Mates, Canada, Japan and a number of European countries. The other main
forms of drawing under these facilities, the swap transactions, are reflected in the 
Item Treasury bills.

Other public sector assets and liabilities: long-term
This item includes net changes in long-term overseas assets, other than inter- 
government loans, held by the United Kingdom central government, including 
the Atomic Energy Authority, and public corporations such as the Common
wealth Development Corporation. Items included are the purchase by the United 
Kingdom government of United Nations bonds in 1962 and subsequent redemp
tions, and the servicing m 1966 of the loan by the International Bank for Recon
struction and Development to Rhodesia, guaranteed by the United Kin^^dom 
government. °

Deposits with banking sector; Bank lending
The figures of bank deposits and bank lending in the financial accounts are 
derived from returns covering both domestic and overseas liabilities and assets 
made by those institutions classified to the banking sector. In the balance of 
payments accounts, however, bank deposits and bank lending are included in 
the series of external liabilities and claims in sterling and in other currencies. 
Part of the difference between the two series arises because some institutions 
contribute to the external liabilities and claims series but are not included in the 
banking sector; some are regarded as other financial institutions and some are 
industrial and commercial companies. Also, some branches of banks with 
relatively little overseas business supply figures for the banking sector statistics, 
but not for the external liabilities and claims series. The external liabilities and 
claims series include commercial bills held by banks on behalf of customers 
which are not bank lending; changes in these are entered under ‘Other private
sector assets: short-term’, together with the residual difference between the two 
sets of statistics.

Deposits with other financial institutions
This item combines two series. The figures for hire purchase finance companies 
are based on returns made by hire purchase finance companies to the Board of 
Trade and, as in the banking statistics, the coverage differs from the series 
included in the balance of payments under external liabilities. The figures for 
other financial institutions are taken from the balance of payments statistics.

Company and overseas securities
The figures for this item are available only from 1960. They are taken entirely
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from the balance of payments accounts and include that part of private direct 
investment classified as net acquisition of share and loan capital, portfolio 
investment overseas by United Kingdom residents and portfolio investment by
overseas residents in United Kingdom company securities.

Direct investment comprises investment by United Kingdom companies in 
their overseas branches, subsidiaries or associated companies and investment 
by overseas companies in branches, subsidiaries or associated companies in the 
United Kingdom. Oil and, up to 1962, insurance companies are excluded; from 
1963 investment by United Kingdom insurance companies in their overseas
branches and subsidiaries is included.

Overseas portfolio investment includes net transactions of United Kingdom 
residents in issues of sterling loan stock raised by overseas public authorities on 
the London market, in overseas government and municipal loans and in stocks 
and shares of overseas registered companies. Portfolio investment by overseas 
residents in United Kingdom company securities comprises their net trans
actions in the stocks and shares of United Kingdom registered companies 
including issues by these companies on markets abroad.

Other private sector assets: short-term
This item comprises the total of monetary movements in the balance of payments 
accounts less all the items which are identified separately. It includes transactions 
between United Kingdom and overseas residents in commercial bills, other than 
bills held by United Kingdom banks on their own account; changes in trade 
credit outstanding not covered elsewhere in the accounts, that is mainly suppliers 
credit to unrelated companies not covered by commercial bills; and other 
identified short-term lending and borrowing not covered elsewhere in the 
accounts. Because this is a residual item in the accounts it also contains the 
counterpart of the timing and coverage differences arising on other items 
between the figures in the financial accounts and the figures in the balance 
of payments accounts.

Other private sector assets: long-term
This item includes the remainder of the items in the long-term capital account. 
It comprises the remainder of private direct investment, that is the unremitted 
profits of subsidiaries and associated companies, changes in branch indebtedness 
and changes in inter-company accounts which include changes in trade credit; 
and other private investment, that is investment by oil companies and other 
miscellaneous investment. The changes in unremitted profits are estimated net
of depreciation provisions (see page 445).

Overseas investment by oil companies is measured on a basis comparable to 
the estimates for other direct investment. The estimates of overseas investment 
by the British oil industry thus include the share of oil earnings reinvested over
seas attributable to United Kingdom interests. But they exclude the overseas 
companies’ share of investment by ‘joint venture oil companies’, that is by 
companies operating in the Middle East which, although registered in the 
United Kingdom, are jointly owned by the United Kingdom and overseas oil 
companies.

Other overseas investment by United Kingdom residents includes, as far as 
identifiable, the purchase of real estate abroad, investment by the Commonwealth 
Development Finance Company and, before 1963, investment by United
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458 International transactions

Kingdom insurance companies. Compensation payments to United Kingdom 
residents in respect of overseas assets which have been nationalised are included 
as a disinvestment. Other investment in the United Kingdom by overseas resi
dents includes identified investment in real estate and in the insurance industry 
in the United Kingdom and certain borrowing by United Kingdom companies 
direct from banks and commercial companies overseas.

Unidentified items
This is equal to the balancing item in the balance of payments accounts; it repre
sents the net total of the errors and omissions in other items in the balance of 
payments accounts (see page 472).

3. ST A T IST IC A L  SO URCES

This section describes the statistical sources and methods used in compiling the 
items in the national accounts table on international transactions and also those 
items in the financial accounts which are taken directly from the balance of 
payments accounts. A general description of the statistical sources for the 
financial accounts is given in Chapter XIV, Sections 3 and 4.

INTERNATIONAL TRANSACTIONS

Exports and imports o f goods
The Overseas Trade Accounts o f  the United Kingdom {Trade Accounts), which are 
published monthly, form the starting point for calculating the balance of pay
ments figures of exports and imports. Although the balance of payments accounts 
aim to include transactions when the change of ownership takes place, no 
adjustment is made for timing differences between the declaration of trade by 
exporters and importers as recorded in the Trade Accounts and the time of 
change in ownership, apart from the important exception of the treatment of 
purchases of United States military aircraft (see page 460). Differences in timing 
between payments and the recording by exporters and importers of sales and 
purchases, for example due to the granting of trade credit, are treated as changes 
in assets or liabilities and are recorded in monetary movements or as part of 
direct investment in the long-term capital account. The net effect of unidentified 
differences in timing is automatically reflected in the balancing item.

A number of adjustments are made, however, in respect of valuation and 
coverage to convert the Trade Accounts to a balance of payments basis. The 
following are the more important of these adjustments.

(a) Valuation adjustments, (i) Freight and insurance. Imports in the Trade 
Accounts are valued ‘c.i.f.’, that is inclusive of the cost of insurance and freight 
from the country of consignment. For the balance of payments these costs are 
deducted since freight and insurance payments to foreign shipping, airline and 
insurance companies are included in the appropriate invisibles account item, 
and those to United Kingdom concerns are regarded as domestic transactions.

The freight element of the c.i.f. value of dry cargo imports is estimated from 
the actual freight rates applicable to a large sample of individual commodities 
imported from various sources. The system of estimating freight on imports of 
oil is, so far as possible, complementary to the method adopted by oil com-
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panics in building up the c.i.f. value of oil imports declared to H.M. Customs 
and Excise; the estimates of freight are based largely on the Average Freight 
Rate Assessment (AFRA) of the London Tanker Brokers’ Panel. Estimates of 
payments for air freight and for insurance are based on a sample examination of 
customs entry forms and supporting invoices augmented, in the case o f insur
ance, by data supplied by the British Insurance Association and Lloyd’s.

(ii) Port charges. Certain charges associated with the unloading of imports at 
United Kingdom ports are included in the Trade Accounts valuation. These 
charges are excluded from the balance of payments figures since the payments 
are made by United Kingdom importers to United Kingdom residents. The 
deductions made are based on a sample examination of customs entry forms.

(iii) Customs uplift. The value of imports recorded in the Trade Accounts is 
based on the price they would fetch on sale in the open market. In certain cases 
where the transaction is not an open market one, for example some transactions 
between related companies, the Trade Accounts value may exceed that paid or 
payable to the supplier abroad. As it is the latter value which is appropriate to 
the balance of payments accounts an adjustment is made to the Trade Accounts 
figures. Estimates of the amounts to be deducted are derived from a sample 
examination of customs entry forms.

(iv) Imports on consignment. Certain classes of goods are imported on a con
signment basis, in which case the market value of the goods is not known until 
they are actually sold. Until the fiual value is known, a provisional value, which 
is often above the market value, is entered in the Trade Accounts. Where the 
goods are subject to an ad valorem duty the actual market value is eventually 
declared to H.M. Customs and Excise, thus allowing for a subsequent correction 
to appear in the trade figures. However, some of the goods imported on a con
signment basis, especially fruit and vegetables, are either duty free or are subject 
to specific duties. In many such instances it appears from a sample comparison 
of the value as originally declared on the customs entry form and the actual 
payments as shown by Exchange Control records that there is a tendency for the 
original higher value to remain in the Trade Accounts. A deduction is made from 
the imports figures to allow for this overstatement.

(v) Sugar. An adjustment is included in the balance of payments figures for 
1964 and earlier years to take account of the difference between the market 
value of imported sugar recorded in the Trade Accounts and the amounts 
actually paid by the Sugar Board under the Commonwealth Sugar Agreement. 
From the beginning of 1965 the values recorded in the Trade Accounts have 
included the amounts paid under the agreement.

(b) Coverage adjustments, (i) Second-hand ships and aircraft. These are 
excluded from the Trade Accounts but need to be included in the balance of 
payments figures. The value of trade in second-hand aircraft is obtained mainly 
from customs records. Details about both purchases and sales of second-hand 
ships are derived from a number of sources, including information provided 
by the General Register and Record Office of Shipping and Seamen, government 
departments and various trade publications.

(ii) New ships delivered abroad. Certain ships built abroad for United Kingdom 
owners are delivered in the first place to overseas ports. These purchases are not 
always recorded in the Trade Accounts, but they are appropriate to balance of 
payments figures of imports. The details are obtained from the same sources as 
for second-hand ships.
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(ill) ^/om/c energy materials. Imports and exports of certain atomic energy
materials, including uranium ore, are omitted from the Trade Accounts figures
Details are supplied by the Atomic Energy Authority and included in the balance 
of payments figures.

letter post. The Trade Accounts do not include exports from 
the United Kingdom by letter post. Information about the most important 
element of this trade, the export of books, is obtained from the Publishers’ 
Association. Other details are derived from a sample inquiry made by the 
General Post Office. ^

(v) Tin buffer stock. Imports of tin into the United Kingdom for the Inter
national Tin Council, regarded as an international organisation, are included in 
the Trade Accounts. In the balance of payments accounts, therefore, imports of 
tin for the buffer stock of the I.T.C. are recorded as having been simultaneously 
re-exported to the Council. Similarly, when tin is sold in the United Kingdom 
from the buffer stock, either for retention in the United Kingdom or for export 
a corresponding entry for imports is entered in the balance of payments figures’

(vi) NAAFI. Goods exported by the Navy, Army and Air Force Institute for 
the use of United Kingdom Forces abroad are included in the Trade Accounts 
but, since they are for sale to United Kingdom residents, they are deducted 
from the Trade Accounts for balance of payments purposes. The figures are 
obtained through returns received from the Institute.

(vii) Returned goods and goods for processing and repair. The Trade Accounts 
include certain goods which are imported and exported without payment. These 
are of two types, returned goods and goods for processing and repair. Returned 
goods include, for example, items such as contractors’ plant temporarily exported 
without changing ownership. The value of these goods is known to H.M. 
Customs and Excise since duty is normally involved and exemption from this 
duty can be claimed. The same value is deducted from both imports and exports 
in the balance of payments accounts at the time of import. This probably results 
in some error in timing of exports, however, and in this event the error would be 
reflected in the balancing item. In the case of goods imported for processing and 
repair, this treatment means that the value added as a result of the processing or 
repair remains in the export figures. Theoretically, these processing fees more 
appropriately belong to exports of services (invisibles), but as their precise value 
is not known, this transfer is not made; the estimates of the gross domestic 
product and the current balance in the balance of payments accounts are not 
alfected.

(viii) U.S. military aircraft and missiles. In 1964 purchase began of a quantity 
of military aircraft and missiles, together with certain spare parts, from the 
United States under credit arrangements with the Export-Import Bank of 
Washington. Payments to the United States manufacturers are made largely 
in advance of delivery, during the course of production. The bulk of these 
production payments and the final payments on delivery, are financed through 
credit provided to the United Kingdom government by the Export-Import 
Bank of Washington, each drawing of credit being repayable by instalments 
over seven years. The cost to the current and long-term capital account of the 
balance of payments occurs as interest payments and capital repayments are 
made to the Export-Import Bank.

In the Trade Accounts  ̂the aircraft and missiles are recorded as imports when 
they arrive in the United Kingdom. In the balance of payments and national
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income accounts, however, the purchases are recorded as imports in the period 
when payments to the United States manufacturers are made and not when the 
finished products arrive in the United Kingdom. In so far as the payments are 
financed through drawings from the Export-Import Bank credit, the counter
part of the payments appears in inter-government loans in the capital account of 
the central government and the long-term capital account of the balance of 
payments. This treatment is a departure from the usual practice of recording 
imports when they arrive in this country but is consistent with the treatment of 
corresponding purchases from United Kingdom manufacturers; central govern
ment current expenditure on defence equipment includes progress payments 
made in advance of the delivery o f the equipment.

Certain components, including engines, are being purchased by the United 
Kingdom government from British manufacturers and supplied to the United 
States for incorporation in the aircraft. These are included as exports in the 
Trade Accounts, but excluded from the balance of payments figures of exports 
since they do not leave United Kingdom ownership and no payment is received 
from overseas. Certain other components, however, are purchased directly by 
the United States manufacturers from United Kingdom suppliers and are in
cluded in the price charged for the aircraft. The value o f these components is left 
in the figures of exports in the balance of payments, and is also included, although 
not necessarily in the same period, in imports since it forms part of the payment 
for the complete aircraft.

Details of the necessary adjustments to the Trade Accounts figures are derived 
from H.M. Customs and Excise and other official records.

Exports and imports o f services
(a) Government. The figures for government overseas expenditure and 

receipts are derived from returns provided by government departments having 
transactions with overseas residents.

(b) Shipping, (i) United Kingdom shipping. Annual statistics relating to the 
United Kingdom shipping industry are provided by the Chamber of Shipping 
of the United Kingdom, which conducts a full inquiry generally every five 
years, and large-scale sample inquiries in the intervening years, into the parti
cipation of United Kingdom shipping in overseas trade. Quarterly estimates 
are based on the volume o f United Kingdom and world trade, passenger move
ments, changes in freight rates, and other appropriate indicators.

(ii) Overseas shipping. Estimates of freight on imports, other than oil, paid to 
overseas residents are obtained by deducting the Chamber o f Shipping estimates 
of the amount earned by United Kingdom ships for carrying United Kingdom 
imports, from the estimates of total freight on imports by sea used in assessing 
the f.o.b. value of imports. Estimates of freight on oil imports paid to overseas 
residents are based on information made available to the Chamber o f Shipping 
by the oil companies. The estimates of the United Kingdom shipping industry’s 
earnings for carrying United Kingdom imports are available only annually, and 
for quarterly figures it is assumed that the proportion o f total freight paid to 
overseas shipping for carrying United Kingdom imports remains constant. An 
estimate of passenger fares paid to overseas shipping companies, almost all of 
which are resident in the non-sterling area, is derived from an analysis of Ex
change Control records.
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and rte T h' '’““dling charges, agency fees, crews’ expenditure
and the value of ships stores, are based on the results of sample inquiries made
periodically. Pilotage and towage costs, light dues and expenditure on repairs
are assessed from regular returns made to the Board of Trade. The value of oil
bunkers lifed in the United Kingdom by foreign flag vessels is estimated from 
figures of the quantity of oil fuel taken on board.
of Rn?r'^ T r f a  airlines. Estimates of the transactions
ot BOAC and BEA are derived from quarterly returns supplied by the two cor
porations. Estimates of the transactions of the British independent airlines are 
based on financial information supplied by some of these airlines to the Board of 
Irade and on traffic handled and capacity provided.

(ii) Overseas airlines. Passenger revenue is estimated by applying average 
^res appropriate to the various routes to estimates of the numbers of United 
Kingdom residents travelling on overseas airlines. The latter estimates are 
derived from the International Passenger Survey conducted by the Government 
Social Survey for the Board of Trade. Estimates of freight on imports carried by 
overseas airlines are obtained by deducting the amount earned by United 
Kingdom airlines for carrying United Kingdom imports from estimates of total 
freight on imports by air. Estimates of the expenditure in the United Kingdom of 
overseas airlines are derived from returns from the British Airports Authority, 
municipal airports and the Board of Trade on the expenditure of overseas 
airlines at United Kingdom airports for landing fees, use of airport buildings 
and other airport services; estimates of oil bunkers lifted, based on total deliv
eries of aviation fuel; and information on other expenditure provided by the 
major overseas airlines operating into the United Kingdom.

(d) Travel. The travel estimates for 1962 and later periods are based primarily 
on the International Passenger Survey of air and sea passengers, conducted by 
the Government Social Survey for the Board of Trade, which provides infor
mation on the numbers and expenditure of overseas visitors to the United 
Kingdom and United Kingdom residents travelling abroad. The sample surveys 
do not cover travel between the United Kingdom and the Irish Republic, for
which estimates are derived from statistics published by the Irish Central 
Statistics Office.

Before the introduction of the sample surveys, estimates of travel expenditure 
were derived as a product of numbers of passengers and rough estimates of 
average expenditure per head, supported by information made available by other 
countries. For some areas the estimates based on the sample surveys showed 
considerable differences from those based on previous methods and, in order to 
preserve a reasonably consistent series of estimates, some of the travel figures 
previously published were revised in the light of the sample surveys.

(e) Other services. The estimates for some of the components of this item are 
obtained from direct inquiries; for other components a variety of sources is 
used. In some cases accurate estimates can be made, but for miscellaneous 
transactions and certain other components which present particularly difficult 
problems of measurement, the estimates are approximate and may be revised 
as new sources of information become available. For example, the British 
National Export Council’s Committee on Invisible Exports* !̂ instituted a 
number of direct inquiries of City and other commercial organisations which

'^^Britain's Invisible Earnings, Report of the Committee on Invisible Exports, British National 
Export Council, 1967.

tn

 ̂>
CO

.

r.fn

vbe
regularfor

indicaW'̂ “
other
earhetyf^p^erdeta

RaJuticeof̂ ^̂  , jU i

(ii) Commissi' 
non-steriiBg ̂

Theestimat

!*!?

& V

Vt,



'h

I

rn

u r ’ fe«

S g n  fla. . f  The,‘°̂ ®>gn flaf The J f

these are
provided. '» tie  Boardtf

«tim^te oTh!’™’’t ®
* ThH !^."f«M eds airliaes. The l l ,

inducted by the?'*“ ®

:ing th e T r

imports from estimate o f S
jpenditure in the United Kingdom of
from the British Airports Authority, 
ide on the expenditure of overseas 
ending fees, use of airport buildings 
bunkers lifted, based on total deliv- 

■ other expenditure provided by the
Jniled KincrHrtmUnited Kingdom, 
and later periods are based primarily 
lir and sea passengers, conducted by 
ard of Trade, which provides infor- 
of overseas visitors to the United

t\ ' 1 . J TL.  . A\Jl UlVlOVilJ UJ41V1 0

avelling abroad. The sample surv'e)'s 
inedom and the Irish Repubbc, forW . - . . . t
:av
iinedom and me insu wpuuuv, im* 
ics“ published by the Irish Central

c
.to

ic

' V

Intermtioml transactions 463

may be capable of development as continuing sources o f information. Where 
regular direct inquiries are already established, the results from them have mostly 
been available for only a few years and only on an annual basis. In these instances 
the available results have been used as a guide, in association where possible with 
other related indicators, in making quarterly estimates and annual estimates for 
earlier years. The sources currently used for the annual estimates are described 
briefly below. Further details are given in the annual Pink Book, United Kingdom
Balance o f Payments.

(i) Financial and allied services. The estimates o f exports o f services cover the 
earnings o f British insurance companies, Lloyd’s underwriters, insurance 
brokers, stock exchanges, the Baltic Exchange, the United Kingdom banking 
sector, organised commodity markets on merchanting, and similar smaller items. 
The estimates are based mainly on returns by the insurance industry to the Board 
of Trade and information on other institutions available to the Bank of England.

(ii) Commissions^ etc. on imports and exports. Commissions on exports to 
non-sterling areas are obtained from Exchange Control records and those to the 
overseas sterling area are assumed to be in the same proportion to the value of 
exports. The estimates of commissions on imports are made by applying approp
riate percentages to the c.i.f. values of imports in the various commodity classes; 
these percentages are based on a sample o f customs records and on information
from traders.

(iii) Telecommunications and postal services. Figures are based on returns 
by the General Post Office and on Exchange Control records o f payments by 
private cable companies.

(iv) Films and television. Figures are derived from the Board of Trade annual 
inquiries into overseas transactions in respect of production costs, royalties, 
rentals and purchases of cinematograph films and television material. A deduc
tion is made to eliminate the overlap between this inquiry and the purchases and 
sales of exposed cinematograph films recorded in the Trade Accounts and in
cluded in imports and exports of goods.

(v) Royalties, etc. (other than film royalties). Figures are taken from the
Board of Trade annual inquiry into royalty payments, etc.

(vi) Services rendered between United Kingdom enterprises and related enter
prises overseas. The estimates are obtained from returns collected annually by 
the Board of Trade in connection with the direct investment inquiry, which 
record the net amount debited or credited between parent companies and
individual branches, subsidiaries and associates.

(vii) Advertising, etc. Statistical reviews o f press and television advertising 
provide a source for measuring advertising expenditure and other sales promo
tion, which is supplemented by information made available by various bodies 
including the Institute of Practitioners in Advertising and the International Wool 
Secretariat, and by information derived from Exchange Control records.

(viii) Expenditure by overseas students and journalists. The figures are obtained 
by applying estimates of average expenditure to the number of overseas students 
and journalists in the United Kingdom. Some allowance is made for receipts 
from United Kingdom nationals permanently overseas whose children are being 
maintained and educated in the United Kingdom.

(ix) Architects^ and consulting engineers'* fees and contractors' net earnings.
These are estimated from the values of contracts on hand and returns provided 
by the construction industry.
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(x) Ov r̂ êa  ̂ ^over/7we«? ’̂ and non-territorial organisations' expenditure. 
The estimates are based on the known number of diplomats stationed in the 
United Kingdom in conjunction with an assumed average expenditure, and on 
information provided by the non-territorial organisations.

(xi) Non-governmental receipts from foreign military Forces. The figures are 
derived from information provided by the appropriate military authorities.

Property income

(a) Direct investment income. For years from 1958, figures of direct investment 
income have been obtained from the Board of Trade inquiry into overseas direct 
investment. Both quarterly and annual returns are obtained; the former are on 
a  sample basis, while the annual returns are substantially complete. Before 1958, 
figures were obtained mainly from Exchange Control records and from data 
provided by other countries. The main deficiency in these figures was the 
omission, both from payments of property income and from the inflow to the 
United Kingdom in the capital account, of a large part of the profits earned by 
United Kingdom subsidiaries of overseas companies and subsequently reinves
ted in this country. A special inquiry was made in respect of the years 1955-57 
to identify this element and allowance has been made for it in the published 
figures of property income and capital investment. The inquiry was not carried 
back to earlier years, but a rough allowance has been made to bring the figures 
for these years broadly into line with those for 1955 and subsequent years.

(b) Portfolio investment income. Estimates of portfolio income accruing to the 
United Kingdom are based primarily on Inland Revenue records. Debits are 
estimated in relation to the outstanding level of liabilities, from Exchange 
Control records and from information published or made available by overseas 
sterling area countries.

(c) Other investment income. Estimates of oil credits and debits are based on 
returns made by the oil industry. The method of compiling the estimates for 
credits starts from the total flow of oil companies’ cash remittances to and from 
the United Kingdom which is then adjusted to take account of oil company 
transactions entered elsewhere in the balance of payments accounts (that is under 
exports or imports of goods and services, in the long-term capital account and 
in monetary movements). Since the figures for other transactions are mostly 
on a payable-receivable basis, including for example investment out of locally 
retained profits, the adjusted estimates of credits include earnings other than 
cash receipts.

Estimates for other items are based mainly on returns of the outstanding 
assets and liabilities and on other records of the Bank of England, government 
departments and certain other official bodies.

The estimates of foreign taxes paid on property income from abroad and of 
United Kingdom taxes on property income paid abroad are based on Inland 
Revenue data.

Current transfers
Personal sector. Receipts from the non-sterling areas are based partly on 

Exchange Control information, a source which was lost as the result of the 
changes in exchange regulations in 1965, and partly on information available 
from other countries’ balance of payments statistics of their transfers to the
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^̂ ôriQi
“»ber o f 2 > o « ’

aver >  s ta tio r" ''" ^ ^ .
l!^8anisafo„f

Mil
P̂Propri hn

On

ateniiiî rv are
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International transactions

United Kingdom. For estimates of United Kingdom transfers to the non- 
sterling areas, Exchange Control records are used. For the overseas sterling 
area, information from the balance of payments statistics of the sterling area 
countries is used to measure both United Kingdom credits and debits. Estimates 
of the value of the gift element in parcel post trade are provided by the Board of 
Trade on the basis of a sample inquiry made by the General Post Office.

Central government. Figures are compiled from returns made by government
departments.

Capital transfers from abroad; Capitol grants from overseas governments {net) 
The figures for these items are compiled from government records.

F I N A N C I A L  T R A N S A C T I O N S

Treasury bills
The figures are derived from the balance of payments statistics of external 
liabilities and claims in sterling. These statistics are compiled from Bank of 
England records, information supplied by the Crown Agents and returns made 
by banks and other financial institutions to the Bank of England. _

British government and government guaranteed securities
The figures are derived from three main sources. Holdings by United Kingdom 
banks on behalf of overseas banks and central monetary institutions are reported 
to the Bank of England as part of the regular series of returns on external 
liabilities and claims in sterling. Details of holdings by the Crown Agents for 
Overseas Governments and Administrations are provided by the Crown Agents. 
The holdings by banks and the Crown Agents are reported at nominal values 
and an adjustment is made to convert the figures to a cash transactions basis. 
This adjustment is included in the balance of payments accounts under ‘Miscel
laneous capital’. A separate inquiry conducted by the Bank of England from 
1960 measures changes in the holdings of government and government guaran
teed stocks by other overseas residents, that is by holders other than overseas 
banks and central monetary institutions, whether held directly or through the 
nominee companies of United Kingdom banks.

Local authority debt
Figures of changes in holdings by United Kingdom banks and other nominee 
companies on behalf of overseas residents and of changes in holdings by the 
Crown Agents are derived from the same sources as the figures of government 
and government guaranteed securities. From 1961 figures of changes in direct 
holdings of local authority mortgages and temporary money by overseas residents 
are also included; the figures are obtained from returns made by local authorities 
(see page 420).

Gold and currency reserves; Inter-government loans {net); United Kingdom 
subscriptions to I.M.F, and European Fund; Drawings from United Kingdom 
subscriptions to international lending bodies; Holdings o f interest-free notes by 
I.M.F.; Other public sector assets and liabilities: short-term and long-term
Figures for all of these items are derived from returns from government depart
ments and public corporations or from other official records.
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466 International transactions

Deposits with banking sector; Bank lending
Figures for these items are not taken from balance of payments statistics. They 
are derived from returns made by the banking sector to the Bank of England 
(see page 418).

Deposits with other financial institutions
Figures of deposits with hire purchase finance companies are not taken from 
balance of payments statistics; they are derived from returns made by the com
panies to the Board of Trade (see page 420). Figures of deposits with other 
financial institutions are, however, drawn from the series of returns on external 
liabilities and claims made by certain financial institutions to the Bank of 
England, primarily for balance of payments statistics.

Company and overseas securities; Other private sector assets: long-term
(a) Direct investment. These figures are obtained from the Board of Trade 

inquiry into overseas direct investment, referred to on page 464. The returns of 
investment in this inquiry distinguish between net acquisitions of share and loan 
capital, the unremitted profits of subsidiaries, changes in branch indebtedness 
and changes in inter-company accounts. Net acquisitions of share and loan 
capital are included under ‘Company and overseas securities’; the other com
ponents of direct investment are included under ‘Other private sector assets; 
long-term’.

(b) Portfolio investment. Estimates of overseas portfolio investment by the 
United Kingdom are based on the Bank of England survey of overseas invest
ment which includes transactions in securities dealt in on the London Stock 
Exchange and in non-sterling securities quoted abroad. The survey makes use of 
information obtained from registrars and paying agents in the United Kingdom 
and from Exchange Control sources. Adjustments based on balance of payments 
information compiled in other countries are made to cover overseas sterling 
area securities falling outside the range of the Bank of England survey. Figures 
of portfolio investment by overseas residents in United Kingdom company 
securities are based on an inquiry conducted from 1960 by the Board of Trade 
among large companies which account for 70 per cent of the total market value 
of issued capital. The inquiry provides information on changes in the holdings 
of the securities of such companies by overseas residents, including so far as 
possible holdings by nominees acting on their behalf.

(c) Other private long-term investment. Estimates of United Kingdom oil 
companies investment abroad and of overseas oil companies investment in their 
United Kingdom subsidiaries are based on information supplied by the oil 
industry. Estimates for other items are based on records of the Bank of England, 
information made available by companies and information published or made 
available by other countries.

Other private sector assets: short-term
(a) Trade credit {not elsewhere included). Estimates of trade credit are derived 

from an inquiry conducted by the Board of Trade since 1963 into the structure of 
trade credit extended to, or received from, other countries The inquiry distin-

full description see Board of Trade Journal  ̂ 17 June 1966 and 21 July 1967.
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guishes credit between members of the same company or group, which is mcluded 
in private direct investment; credit extended under financial guarantees and 
other credit covered by bills of exchange or promissory notes owned by or lodged 
with United Kingdom banks, which is covered by the various entries for com
mercial bills; and other trade credit between unrelated companies in which the 
banking sector has not participated, which is the trade credit included in this
item. , s rr., • *

(b) Other identified commercial shorUterm transactions {net). These estimates
are derived from information provided by certain traders and companies to the 
Bank of England for balance of payments statistics.

(c) Commercial bills, etc. These transactions are measured through the system 
of returns of external liabilities and claims made by financial institutions to the
Bank of England.

Also included in ‘Other private sector assets: short-term’ is the counterpart 
of the timing and coverage ifferences between the financial accounts figures and 
the balance of payments figures arising on other items. The sources of the balance 
of payments figures are described in greater detail in the annual Pink Book,
United Kingdom Balance o f Payments.

4. IN T E R N A T IO N A L  T R A N SA C T IO N S IN  G O O D S A N D
SERV ICES AT C O N ST A N T  PR IC E S

Estimates are made of the value of exports and imports of goods and services 
at constant prices for the expenditure estimates of the gross domestic product at 
constant prices. Net property income is also revalued in order to provide an 
estimate of gross national product at constant prices. The estimates are given in 
Table 14 of the 1967 Blue Book.

Exports and imports o f goods
Estimates of exports and imports of goods at constant prices are obtained by 
projecting the estimates for the base year by indices of the volume of trade. 
Volume index numbers of United Kingdom trade are compiled monthly by the 
Board of Trade and published in the Board o f Trade Journal and the Monthly 
Digest o f Statistics.

The volume indices are applied to the Trade Accounts figures of exports and 
imports in the base year, adjusted for valuation, but not for coverage, to a 
balance of payments basis. The estimate for exports and re-exports of goods is 
projected by the Board of Trade volume index for total exports, adjusted to 
include provision for re-exports. The calculation for imports is more complicated 
because the Board of Trade volume index is based on c.i.f. values, whereas for 
the national income accounts f.o.b. values are required. Ideally the index should 
be completely re-weighted to f.o.b. values but in practice it has been found that, 
apart from imports of fuel, variations in the ratio of the f.o.b. to the c.i.f, value 
for different commodities have little effect on the movement of the volume index 
for total imports. For this reason, only the relative weights for fuel and for all 
other commodities together are changed to obtain the volume index by which 
total imports in the base year are projected. The base year for the Board of 
Trade volume index numbers (1961) differs from the base year for the national

I .

g

j

m l

7

.  I

C f
. 1  •

• V  *



r-v.

:> •

m

m P5?tv̂  -•I A ' 'a.«-
r.*«'

'»r;•I
m :^

>11.
‘ .1>' »'i

m.
.ifj»-

':r io

L^co

468 International transactions

accounts (1958) but no adjustments have been made to the weights of the
volume indices for this difference, apart from those which follow from the 
adjustments described above.

The implied price index for exports derived by these methods is used to revalue 
at constant prices the balance of payments coverage adjustments applied to the 
Trade Accounts figures of exports and of imports. The same price index is used 
to revalue the coverage adjustments to exports and to imports since the two sets 
of adjustments cover much the same types of goods. An exception is made, how
ever, in the case of imports of United States military aircraft where the balance
of payments adjustments are converted to constant prices by a specially calcu
lated price index.

Exports and imports o f services
Exports and imports of services cannot for the most part be accurately estimated 
at constant prices. From the data that are obtainable, only rough price indices 
can be constructed. The main indices used for deflating the shipping estimates 
are weighted averages of tramp and liner freight rates. For civil aviation, where 
passenger revenue is relatively more important, the main price index used is a 
specially calculated index of air fares based on the revenue per passenger mile 
of United Kingdom airlines. Government expenditure overseas is deflated by 
very rough price indices for the kinds of goods and services principally pur
chased. For ‘Travel’ and ‘Other services’, extensive use is made of appropriate 
components of the United Kingdom retail price index and price indices of 
various countries abroad, together with foreign exchange rates.

Net property income from abroad
It is impossible to make direct estimates of income from abroad at constant 
prices consistent with other items of national expenditure, without knowing 
how that income was spent. Property income from abroad may be used to build 
up financial assets and not spent on goods and services. However, in order to 
arrive at an estimate of national as opposed to domestic product at constant 
prices, the United Kingdom accounts adopt the convention of revaluing net 
property income from abroad by dividing it by the price index implied by the 
estimates of imports of goods and services at current and constant prices. This 
procedure gives a measure of the worth of the net income flow for purchasing 
imported goods and services. In the United Kingdom accounts no attempt is 
made to revalue separately the gross flows of property income from abroad and 
property income paid abroad.

5. RELIA BILITY

The balance of payments estimates are compiled from a large number of different 
sources and the degree of accuracy attained varies considerably between items. 
Some of the errors and omissions may be persistent and tend to be in the same 
direction in all years. For this reason, the absolute error in the change from year 
to year is likely to be less than the error in any particular year. In any particular 
year errors in the various items are likely, to some extent, to offset each other 
and the proportionate error in major aggregates is likely to be less than the 
weighted average of the proportionate errors in the components. However,
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where a balance is drawn beUveen two aggregates and the balance is small in 
relation to the aggregates, such as the current balance in the balance of payments 
accounts, the proportionate error attached to the balance is liable to be very 
substantial. The following notes assess the comparative quality of the individual 
components of the annual estimates for the later years and the main points at 
which errors and omissions may arise.

Exports and imports o f goods
Customs regulations lay down a formula for the valuing of export and import 
merchandise on the customs entry forms from which the Trade Accounts are 
compiled. A number of adjustments are made, as described in Section 3 above, 
for both valuation and coverage to bring the Trade Accounts figures on to a 
balance of payments basis. Some of these adjustments are based on compre
hensive returns and others on the results of sample inquiries; any errors in them 
are thought to be comparatively small. For the most important adjustment, any 
error in the estimate of total freight on dry cargo imports, which is deducted to 
bring the value of imports to an f.o.b. basis, will be offset by an equal and 
opposite error in the estimate for services, since the same estimate is used as the 
starting point for the calculation of imports of freight services.- It is possible, 
however, that there is some inconsistency between the value of commissions 
assumed to be included in figures of exports and imports of goods and the esti
mates for debits and credits on commissions included within ‘Other services’. In 
relation to the large gross value involved the margin of error in the estimates for 
exports and imports of goods is probably very small, although it is still of 
significance in relation to the difference between the two estimates.

Exports and imports o f services
Figures of government transactions are based on records of government depart
ments and can be considered good; any errors are generally limited to minor
timing discrepancies.

The figures relating to United Kingdom shipping are based on the inquiries 
carried out by the Chamber of Shipping and the margin of error is unlikely to be 
large. There may, however, be appreciable errors in the quarterly estimates and 
the preliminary annual estimates produced before the full results of these 
inquiries become available. Errors in the estimates of freight payments for over
seas shipping arise from two sources: errors in the estimates of total freight 
charges on dry cargo imports and errors in the estimates of the earnings of 
United Kingdom shipping companies from the carriage of dry cargo imports. 
The former errors are offset by equal and opposite errors in the estimates of the 
f.o.b. values of imports. It is therefore only the latter errors which affect the 
overall estimates of imports of goods and services, and these errors are probably 
relatively small although they are larger in the preliminary estimate for the most 
recent year. The estimates for the transactions of United Kingdom airlines are 
based on regular returns from the airhnes and are considered to be reliable; but 
estimates for overseas airlines are less firmly based.

Estimates of travel expenditure are now based largely on a system of inter
views with a sample of passengers leaving or arriving at sea or air ports. Though 
still subject to some sampling error and to deficiencies in reporting, the estimates 
are more firmly based than in earlier years.
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* îm



1

I'll
r^:
m

-1̂ .r- irriJt* ' k
A'

«i; # <
• ' I
*%• <.^4
h
iK:

k' i

\ ' t r :

VV.1

f r  »
40

« r c o

470 International transactions

Estimates for the numerous and heterogenous types of transaction which fall 
into ‘Other services’ are of varying quality. The range of estimates which are 
based on direct inquiries of industry and commerce has been extended in recent 
years and now covers about half the estimated total value of exports and imports 
in this category. Exchange Control records remain the basis for other imports 
from the non-sterling areas and ‘partner country’ information for much of the 
imports from the overseas sterling area. The estimates for many export items are 
still derived from various related indicators and are inevitably no more than 
rough. Thus the totals for both exports and imports under this heading must be 
regarded as poor. In particular, errors are likely to arise here in distinguishing 
transactions between residents and non-residents and the estimates may not be 
entirely consistent with the estimates of domestic income.

Reliability gradings for the main components of exports and imports of goods 
and services are given in the table below in terms of the gradings described on 
pages 39 to 41. The gradings apply to the estimates for the later years as pub
lished in the Blue Book and the balance of payments Pink Book. Although less
information is available for the latest year, the estimates do not warrant a lower 
grading.

Reliability of annual estimates of exports and imports of goods and services
at current prices'i’

A ±  less than 3 per cent 
B ±  3 per cent to 10 per cent 
C ±  more than 10 per cent

Grading‘1’

Exports of goods 
and services at 

current prices 1966

£ million

Imports of goods 
and services at 

current prices, 1966

£ million

Goods

Services:
Government
Shipping ___
Civil aviation
Travel............
Other services

Total services

Total goods and services

5,110 5,262

B 1,829 1,863

6,939 7,125

u ’For the significance of the reliability gradings see pages 39 to 41

Estimates of exports and imports of services in years before 1958 are less 
reliable than those for later years, but because of the reliability of the Trade 
Accounts, on which estimates of exports and imports of goods are based, a grad
ing of A is probably still appropriate in these earlier years for the combined 
total of goods and services.
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Property income
The interest, profits and dividends, after deduction of overseas taxes, arising 
from direct investment are thought to be satisfactorily measured both on 
the receipts and the payments side. Estimates of interest and dividends on 
portfolio investment are somewhat less reliable, more particularly on the pay
ments side of the account. Earnings from oil, taken in conjunction with the 
goods and services entries for oil operations and the estimates of private invest
ment, are also thought to measure fully the effect of transactions in oil on the 
balance of payments, but the figures of oil earnings which are included in 
property income differ in various ways from the accounting measure which is 
required of profits earned overseas (see page 446). The estimates for certain other 
elements of investment income are not directly measured, and may be subject to 
error, particularly where no precise information is available on the type of 
liabilities and assets involved.

The gross figures of property income after deduction of overseas taxes can be 
regard^ as in category B. Errors in the gross figures of income from abroad and 
income paid abroad inevitably have a relatively greater effect on the estimates of 
net income, and the reliability of the estimates of net property income from 
abroad is graded as C; that is, the estimates are probably subject to an error of
more than 10 per cent.

Transfers
Figures of government transfer receipts and payments are derived from official 
records and are generally subject to only minor errors.

Estimates of private transfers to the non-sterling areas are based mainly on 
Exchange Control data and are likely to be substantially complete. Until 1965 
certain types of cash transfers from non-sterling areas were eligible for the 
investment currency premium and this provided a basis for estimating the 
amounts of the transfers. As a result of changes in Exchange Control regulations 
in that year, however, this source of information was lost and subsequent esti
mates have been based on incomplete information from other countries, supple
mented by related indicators. Private transfers to and from the overseas sterling 
area are also estimated from information from other countries and related 
indicators, such as numbers of migrants. The total estimates of private transfers 
are therefore only approximate.

Net acquisition o f financial assets
The estimate of the current balance in the balance of payments accounts is the 
net result of the large aggregates of the transactions described above and must be 
regarded as in category C. Thus the estimation of the net acquisition of financial 
assets by the overseas sector, which is equal, apart from the change in sign, to 
the current balance plus any transfers from abroad included in the capital account 
of the balance of payments, is poor.

*
Financial transactions
The reliability of the estimates of financial transactions varies considerably 
between the different assets and liabilities. Complete records of inter-government 
loans and other official capital transactions are available and the estimates are 
good. The flows of private direct investment are also thought to be adequately
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measured. The estimates of outward portfolio investment are based partly on 
changes in holdings of overseas securities having a United Kingdom registrar or 
paying agent; some transactions in other overseas sterling area securities escape 
recording although some of the gap is filled by use of information from the other 
countries concerned. The measurement of inward portfolio investment has been 
improved, but gaps still exist. Changes in overseas holdings of local authority 
securities are not yet fully covered and the Board of Trade inquiry on company 
securities is limited to the major companies. The identification of nominee 
holdings is a problem and they are only partially identified.

The figures of most private transactions in short-term assets are reliable, being 
taken from the regular returns made by banks and other financial institutions. 
The coverage of other changes in short-term assets and liabilities has improved^ 
particularly with the development of the Board of Trade inquiry into trade credit! 
Some gaps still remain, however, and errors may also arise through failure to 
recognise non-resident status, especially where nominee accounts are employed.

Balancing item
The balancing item represents the net total of errors and omissions arising 
throughout the balance of payments accounts and although varying considerably 
in size from year to year it has been positive in eleven of the fifteen years from 
1952 to 1966; over the nine years 1958 to 1966 the average has been about +£50 
million. This suggests that there is an underlying tendency for credit entries to be 
understated or debit entries to be overstated, or quite probably a combination 
of both.

It is difficult to find reasons for the size of the balancing item and its fluctu
ations from period to period, but it seems probable that it includes:

(a) a recurrent positive element attributable to deficiencies in the measure
ment of current account transactions; it is possible that this recurrent element 
may be growing in line with the scale of current account transactions; it is 
thought in the mid-1960’s to be within the range of +£50-£75 million a year.
(b) a much more irregular element which includes timing differences in the 
recording of transactions and payments but is probably mainly attributable to 
unrecorded financial transactions; the latter includes short-term leads and 
lags in the timing of payments, which, like identified flows of short-term funds, 
are probably influenced to some extent by the level of interest rates in the 
United Kingdom relative to those abroad and, on occasion, by speculation 
about exchange rates.
In so far as the persistent positive element is due to an overstatement of 

imports of goods and services or an understatement of exports of goods and 
services, there is an understatement of the gross domestic product measured 
as a sum of expenditures and, in turn, a persistent negative element in the 
residual error in the national income accounts. But the average level of the 
residual error can provide no evidence to support this because it is affected by 
many other factors. There seems, however, to be some association in the fluc
tuations of the balancing item and the residual error which suggests that some of 
the irregular element in the balancing item may be associated with timing 
differences in recording transactions in goods and services and the corresponding 
payments. In so far as the balancing item arises solely on financial transactions, 
there is no effect on the estimates of the gross domestic product or on the 
residual error.
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Appendix I

R E N T

General description
Some description has been given of the treatment of rent, considered both as 
income derived from the ownership of land and buildings and as expenditure by 
the occupier, in the chapters dealing with the several sectors of the economy. 
This appenchx summarises the treatment of rent income and brings together 
the various estimates.

Rent is a category of factor income with a special and rather arbitrary defin
ition. It denotes the income derived from the ownership of land and buildings, 
reckoned after deduction of actual expenditure by the owners on current repairs, 
maintenance and insurance. Where the owner of property not used for trading 
purposes is also the occupier, an income is imputed to him which in principle is 
designed to represent the amount he would receive if he let the accommodation 
unfurnished under an agreement whereby the tenant undertook the responsibility 
for rates, all repairs and insurance. In what follows, rent income means the net 
rent in the sense of expenditure on rent by the occupier, including ground rents 
in the case of leasehold property, less the landlord’s expenditure on repairs, etc.

The justification for specifying income from rent separately is practical rather 
than theoretical, although there is much tradition behind it. The figures given, 
which relate principally to buildings, certainly do not measure the earnings of the 
factor of production land as conceived in classical economic theory. Rent is 
better regarded as a form of trading profits—the surplus on operating account 
derived from the business of letting real estate—than as the earnings of a specific 
and distinguishable factor of production. But both the concept of rent income 
and the available statistics have special features which make it convenient to give 
separate treatment to rent income. Firstly, a large proportion of land and 
buildings is owned by their occupiers; hence a correspondingly large proportion 
of income from rent can be measured only by imputation, being estimated by 
reference to the market rents actually received for similar property. This imputed 
income was of course regarded as real enough to suffer income tax under 
Schedule A. Secondly, much of the statistical material for estimating both actual 
and imputed rent income is unsatisfactory.

For these reasons it is felt better to state rent income, so far as possible, as a 
separate item rather than to attempt to add an unsatisfactory allowance for it to 
the other forms of profit income. However, the distinction between rent income 
and trading income from the provision of accommodation is not always clear-cut 
when accommodation is rented furnished or for short periods.

Some general features of the definition of the estimate of rent income should 
be noted:

(i) One important form of rent income is included in trading profits and 
excluded from the estimates of rent. This is the income of all trading concerns 
other than farms (companies, unincorporated businesses, public corporations 
and trading branches of public authorities) owning the land and buildings which
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they occupy. The reason for this exception is that there is no satisfactory basis 
for estimating the rent income. The total trading profits of a concern may 
reasonably be regarded as including the profits derived from the ownership of its 
land and business premises and, since the abolition of Schedule A income tax, 
the total profits have been the basis for the tax assessment. Any attempt to 
determine how much of the profits is derived from the property, as distinct from 
the profits earned by the other factors of production employed, would be 
unrealistic and would not, of course, affect the contribution of the concern to 
total national income.

(ii) The income from owner-occupied farm land and buildings is, by contrast, 
treated as rent income. This follows the procedure of the agricultural departments 
in estimating farmers’ income.

(iii) The incomes of concerns owning and letting property as a business, that is 
the ‘real estate’ industry, are included in rent income.

(iv) The income from rent of public authorities is estimated on the basis of an 
economic rent being paid by the tenants. Where payments by tenants do not cover 
costs, their payments are regarded as being supplemented by a subsidy, which 
contributes to the rent income derived from the property.

(v) Rent income includes indistinguishably any income arising from the 
provision of furniture when property is let furnished, and some income from the 
provision of other ancillary services, such as cleaning, may also be included.

(vi) Rent income, like trading income, is obtained after allowing for the 
estimated expenditure incurred on repairs and maintenance, etc. The expenditure 
incurred may differ from the expenditure required to maintain the property in 
running order. No allowance can be made for this difference.

(vii) Rent income, like trading income, is estimated before providing for 
depreciation. Estimates of capital consumption are made for dwellings and for 
other buildings and works (Table 61 of the 1967 Blue Book) but the latter are 
not comparable with the estimates of rent because they cover owner-occupied 
trading property.

and 1
1(
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Estimation o f rent
The estimate of total income from rent has been built up by combining the 
estimated rent income for five groups of property, as described below. Annual 
estimates up to 1962 and the provisional estimates for later years are based 
entirely on this method. The quarterly estimates of rent are also built up by 
interpolation and projection of the annual figures for these five groups of 
property.

(a) I^nd and buildings used by persons as consumers and not owned by public 
authorities. This group covers land, houses and other buildings used by house
holds and individuals, as consumers, or by non-profit-making bodies included in 
the personal sector. All property not owned by public authorities is included, that 
is property owned by persons, companies and public corporations. Both rented 
and owner-occupied houses and other properties are included. The trading 
property occupied by unincorporated businesses is excluded. The main com
ponent, of course, relates to privately-owned houses and covers the rent income 
of both landlords and owner-occupiers.

The measurement of rent income for this group is derived from the estimates 
of consumers’ expenditure on rent, rates and water charges, shown in the 
analysis of consumers’ expenditure (Table 27 of the 1967 Blue Book). The
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sources of the estimates, which include the imputed rent of owner-occupiers, are 
described on pages 162 and 163, Where premises are used for domestic and 
business purposes, an adjustment is made to exclude the business element. From 
these estimates expenditure on rates and water charges is excluded and an esti
mate of expenditure by landlords on repairs, maintenance and insurance is 
deducted. The latter estimate is very rough. It makes use of information on tax 
allowances for repairs by landlords, expenditure on property maintenance by 
local authorities and information collected by the Ministry of Public Building 
and Works on total work done by contractors on private dwellings. The rent 
income of public authorities from dwellings is then excluded to obtain the income 
on this group of property.

(b) Central government property. This group covers (i) property owned and 
let; (ii) owner-occupied non-trading property and married quarters for the 
Forces, for which a rent is imputed. For convenience, some income arising from 
fixed assets other than land and buildings is included. The methods used in 
making these estimates are described on pages 267 to 269.

(c) Local authority property. This group covers (i) local authority dwellings; 
(ii) property owned and used by local authorities other than in connection with 
their trading activities, for which a rent is imputed; this property may include 
some plant and vehicles. The estimates are described on page 310.

(d) Farm land and buildings. For this group, which includes both rented and 
owner-occupied property, rent income is estimated from the sources used for 
calculating farm incomes generally (see page 143). The rent income represents 
an average rent per acre (computed by regular surveys) multiplied by acreage, 
less an estimated deduction for current repairs and maintenance. The figures 
exclude rent in respect of the domestic use of farmhouses and cottages, which is 
included under (a).

(e) Land and buildings rented to trading concerns or public authorities. The main 
item is property, other than farms, owned by persons, companies and public 
corporations and rented for use by both private and public trading enterprises. 
Owner-occupied properties are excluded. No direct information is available for 
this group of property and the estimates are poor. The estimates are based on 
Schedule A assessments, with an addition for assessments under Schedule D in 
respect of rents in excess of the Schedule A value of the property, and a deduction 
for maintenance claims in excess of the statutory allowance. Hence, although the 
Schedule A assessments mainly related to pre-war values, the adjustments result 
in a rough measure of net rents at current prices. The estimates have been 
projected and adjusted to reconcile the resulting estimate of total rent for all 
forms of property with the alternative estimates of total rent described below.

From 1963, after the abolition of income tax under Schedule A, total rent 
income is also estimated by making use of the information on tax assessments 
under Case VI and Case VIII of Schedule D. These assessments provide separate 
figures of income from rent received by persons and by companies and cover 
nearly all of the income received by the private sector from rented property. 
With a small allowance for the income not covered by the assessments, and the 
addition of imputed income from owner-occupied dwellings and farm land and 
buildings, included respectively in (a) and (d) above, an estimate of rent income is 
obtained on the basis required for the national accounts. The estimates of rent 
received by public authorities—(b) and (c) above—are taken from the sector 
accounts and so are the estimates of rent received by public corporations (see
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page 241). In this way an estimate of total rent is built up by combining the 
estimates for each sector instead of for each type of property. These estimates 
are used for the annual figures of rent from 1963 and for the sector allocation.

The composition o f rent income in 1966
The following table shows how the estimate of total rent income was divided 
in 1966 between the different groups of property separately discussed above.

Composition of rent income, 1966
£ million

(a) Land and buildings used by persons as consumers and not owned by public
authorities:

Rented property .....................................................................................
Owner-occupied dwellings .....................................................................

(b) Centra! government property:
Rent from letting of property.................................................................
Imputed rent from owner-occupied property ......................................

(c) Local authority property:
Dwellings .................................................................................................
Imputed rent from owner-occupied property....................................

(d) Farm land and buildings.................................................................................

(e) Land and buildings rented to trading concerns or public authorities..........

T ota l........................................................................................................................

346
687

410
194

43

173

1,949

The division of rent income by sector is given in the analysis of gross national 
product by sector and type of income (Table 13 of the 1967 Blue Book, see page 
67). Until information became available under Schedule D from 1964/65, the 
allocation between the personal sector and companies was very rough. The 
figure for the private sector was obtained as a residual and its allocation between 
the personal sector and companies was based on a largely arbitrary allocation 
of income from each group of property, illustrated in the first table on page 477. 
From 1963, direct estimates are made of the rent income received by the personal 
sector and companies (see above).

Rent income is analysed also by industry of origin. In the analysis of gross 
national product by industry (Table 17 of the 1967 Blue Book) rent is treated 
as originating in three industries only:

(i) agriculture;
(ii) insurance, banking and finance (including real estate);
(iii) ownership of dwellings.

It will be remembered that the income derived from owner-occupied trading 
property, except farms, is not separately identified; such income is included in 
the gross trading income of the industries concerned. The allocation by industry 
of the five groups of property described on pages 474 and 475 is shown in the 
second table on page 477.
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Rent A ll

Analysis of rent income by group of property and sector, 1966
£ million

Group of property Personal
sector

Com
panies

Public
corpor
ations

Central
govern

ment

Local
author

ities
Total

(a) Land and buildings used 
by persons as con
sumers and not owned 
by public authorities. 932 69 32 1,033

(b) Central government 
properly .................. — 96 — 96

(c) Local authority pro- 
perty ................ .. —-- 604 604

(d) Farm land and build- 
ings .......................... 34 9 43

(e) Land and buildings 
rented to trading con
cerns or public author
ities .......................... 38 122 13 173

Total .................................. 1,004 200 45 96
#

604 1,949

Rent income by industry of origin, 1966

£ million

Agriculture:
Farm land and buildings—group (d) ...............................................................

Real estate industry;
Land and buildings rented to trading concerns, etc.—group (e) ...................
Central government property, other than dwellings—part of group (b) -----
Local authority property, other than dwellings—part of group (c) ..............

Ownership of dwellings:
Land and buildings used by persons and not owned by public authorities-

group (a) ...........................................................................................................
Dwellings owned by central government—part of group ( b ) ..........................
Dwellings owned by local authorities—part of group (c) ..............................

T ota l...........................................................................................................................

43

1,949
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Appendix II

CENSUSES OF PRODUCTION AND DISTRIBUTION 
AND THE INQUIRIES INTO THE DISTRIBUTIVE AND

SERVICE INDUSTRIES

The estiin3.tes of hxed c^pit^l forination QDd stocks Eod work in progress rest 
heavily on the statistics provided by the censuses of production and distribution 
and the annual inquiries into the distributive and service industries. The inquiries 
are also used for certain estimates of consumers’ expenditure and for estimating 
wages and salaries in individual industries. The main characteristics of these 
statistics, which affect all uses made of them in the national accounts, are for 
convenience brought together here. Fuller information is given in the published 
reports on the various censuses, and in the reports on the inquiries into the 
distributive and service industries which are published annually in the Board of 
Trade Journal.

The figures derived from the censuses and annual inquiries do not strictly 
relate to the calendar year, since firms are allowed to make returns for their own 
accounting year if it is not possible for them to give figures for the calendar year, 
even on an estimated basis. The resulting aggregates are the sum of returns 
relating to twelve month periods ending between 6 April in the year to which 
the census or annual inquiry relates and 5 April in the following year. The spread 
of accounting periods is such, however, that the figures can be taken as relating 
on average to the calendar year. Analyses of the census results have shown that, 
for example for manufacturing and for retail distribution, the mean terminal 
date was within a few weeks of the end of the calendar year, although substantial 
variations occur in some individual industries. Also, in the business unit censuses 
of production and in the annual inquiries, quarterly returns of capital expenditure 
and stocks from voluntary contributors are used to provide annual data for the 
firms concerned so that in these cases the estimates relate exactly to the calendar 
year.

Census o f production
For 1948 and each subsequent year a census of production has been taken 
covering mining and quarrying, manufacturing, construction (except in 1950), 
gas, electricity and water supply. In the case of coal mining, mineral oil refining, 
gas and electricity, the inquiries are carried out by the Ministry of Power; the 
results are reported separately in the Ministry of Power Statistical Digest and 
from 1959 are included in the reports of the detailed censuses only. Separate 
censuses, but on similar lines, are taken in Great Britain and in Northern 
Ireland (except in 1948, when there was no census in Northern Ireland).

The censuses taken in respect of the years 1948 to 1951 were full censuses in 
that an approach was made to all firms within the fields covered by the censuses, 
although generally the smallest establishments reported only the nature of their 
business and the number of persons employed. From 1952, sampling procedures 
have been extensively used, interspersed with full censuses taken for the years
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1954, 1958 and 1963. A full census is also being taken for 1968. The inquiries for 
the years 1952, 1953 and 1955 to 1957 were confined to a sample of establish
ments, including some of the smaller establishments and all over a certain size. 
For 1959 no approach was made to businesses employing fewer than twenty-five 
persons but all larger businesses were covered. Subsequent sample censuses for 
1960 to 1962 and 1964 to 1967 also excluded all smaller businesses and included 
only a sample of the larger ones. The sample censuses for 1964 to 1967 have 
covered about 75 to 80 per cent of total capital formation in manufacturing 
industry. Estimates covering the small establishments are mostly based on the 
figures of numbers employed collected from those establishments as part of a 
full census. Information about the sampling procedures used is given in the 
relevant census reports. In the case of the Ministry of Power inquiries, there has 
been full coverage in all years.

Up to 1958, the censuses were conducted on an establishment basis, infor
mation being collected, with certain exceptions, from each establishment or a 
sample of establishments falling within the scope of the census. The census taken 
in respect of 1959, and subsequent censuses with the exception of the full census 
taken in respect of 1963 (and also that for 1968) used the ‘business unit’ as the 
reporting unit. The business unit relates to a whole company or group of 
companies in a particular industry group; any subsidiary companies operating 
mainly overseas are excluded. One return is made for an entire enterprise, but 
where an enterprise is engaged in a number of quite different activities separate
returns are made for each main activity.

The questions asked in the censuses have varied over the years. However, 
questions on capital expenditure have been included in all years except 1950, and 
on stocks and work in progress in all years. Extracts from the 1966 form covering 
these two topies are given at the end of this appendix. The pattern from 1958 has 
been to ask for detailed information quinquennially, with the intervening censuses 
having only a limited question content. In addition to questions on capital 
expenditure and stocks, the less detailed censuses from 1959 to 1962 also asked 
manufacturers for information about total sales and work done, and in 1961 for 
the value of their sales direct to the public. Questions on average employment 
during the year, wages and salaries paid, details of sales, and information on 
purchases of materials and fuel have been asked for only in the full censuses for 
1958 and 1963; up to 1957 more detailed questions of this kind were included in 
the census for each year.

Census o f distribution
The first census of distribution was taken in respect of 1950; subsequent censuses 
have related to 1957, 1961 and 1966. The 1950 census covered retail and wholesale 
distribution, non-residential catering (excluding public houses), hairdressing, 
funeral furnishing, portrait photography, repairing goods direct for the general 
public and retail motor distribution and repairing as well as petrol retailing. For 
1957 the census was confined to retail distribution, the hairdressing and manicure 
trades, and boot and shoe repairing direct for the public. The 1961 census 
covered the same industries as that for 1957 (but included boot and shoe re
pairing for the trade), together with hiring-out of consumer goods direct to 
the public and laundries, launderettes and dry cleaners. The industrial coverage 
of the 1966 census was similar to that for 1961, with the addition of commercial 
radio and television relay services. All of these censuses related to Great
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480 Censuses o f production and distribution

Britain; the first census of distribution for Northern Ireland was taken in respect 
of 1965. ^

The 1950 census was a full inquiry, attempting to cover all establishments and 
asking the same questions of all except the smallest retail establishments. 
Subsequent censuses were partly on a sample basis. For 1957 only a sample of 
small independent traders was included and the smallest of these supplied 
information on only kind of business, turnover and numbers employed. The 1961 
census was a full census but involved an element of sampling among independent 
traders for most questions other than those on kind of business, turnover and 
employment. The 1966 census was on a sample basis like that for 1957.

The reporting unit in the censuses of distribution is the establishment for sales, 
employment and occasionally other items. The ‘retail organisation’, which is 
fairly similar to the business unit, is the reporting unit for stocks, capital ex
penditure, purchases, etc.

AH the censuses of distribution have included questions on kind of business, 
turnover (with a detailed analysis by commodity), stocks, employment (in a 
specified week) and wages and salaries paid. Questions on capital expenditure 
have been asked from 1957. Questions on credit sales and book debts have also 
been included from 1957 and various other questions, for example on methods 
of trading, membership of voluntary groups, transport costs and floorspace, 
have also been included at dilferent times.

Inquiries into the distributive and service industries
Statutory annual inquiries into the distributive and service industries have been 
made by the Board of Trade in respect of each year from 1956 onwards. The 
trades covered have varied, but have normally included at least wholesale 
distribution; retail distribution (except in a census year); road transport and 
road haulage; shipping; insurance, banking, and finance, including property 
companies; catering; and the motor trades. The inquiries are generally run on a 
sampling basis. The reporting unit is the business unit throughout the annual 
inquiries. For the most part, the information collected has been confined to 
capital expenditure and stocks.

The initial inquiry in 1956 related only to a sample of companies, but the 
coverage has been improved over the years. In 1956 and 1960 all shipping 
companies were included and the coverage of this industry is now virtually 
complete. In 1959 the coverage of the sample for wholesale and retail distribution 
was extended to unincorporated businesses. In the same year a fuller inquiry 
was made of property companies. In 1960 the sample was extended to include 
imincorporated catering businesses. For the years I960 to 1962 the inquiry 
covered all taxi and private hire car companies, air transport companies and the 
larger bus and coach companies. In 1961 the larger unincorporated bus and 
coach operators were also covered in full, and in 1962 all bus and coach operators 
were included in the inquiry, whatever their size. In subsequent years the road 
passenger transport and air transport industries have been covered on a sample 
basis. In 1962 unincorporated motor traders were also brought into the inquiry. 
And in 1966 the register of road haulage operators was extended to cover 
unincorporated businesses as well as companies.

In addition to capital formation, further information, some of which is used 
in the estimation of consumers’ expenditure, has also been collected in certain 
years, usually as part of major inquiries for industries not covered by the
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censuses of distribution. For 1959 and 1965 wholesale traders provided figures 
of their total receipts. For 1960 and 1964 an analysis of turnover was obtained 
from the catering trades and for 1962 and 1967 motor trades provided informa
tion on turnover and purchases.

Extracts from census o f production form for 1966
The questions on stocks and capital expenditure are reproduced below. £

J
n. STOCKSt (see notes 5-10)

At beginning of year At end of year

5. Materials, stores and fuel 

*6. Work in progress 

7. Goods on hand for sale
V .

tN o t applicable to water undertakings 
*Not applicable to mines and quarries
♦Shipbuilding—Do not include the value of work in progress on ships in course o f construction 
(see Note 5)

in. CAPITAL EXPENDITURE (see notes 11-15)

Land and buildings
8. Cost of new building work, or other constructional 

work of a capital nature

9. Cost of land and of existing buildings acquired

10. Proceeds of land and buildings disposed of 

Vehicles
11. Cost of new and second-hand vehicles bought

12. Proceeds of vehicles sold or traded in

Plant, machinery, and other capital equipment
13. Cost of new and second-hand items bought

14. Proceeds ofitems sold or traded in

II. STOCKS
5. AU your stocks (except the value of work in progress on ships in course of 
construction) should be apportioned between the three headings shown. 
Separate figures should be given for each heading, estimates being made where 
necessary.
6. The division of stocks between the headings should as far as possible be 
made in relation to the whole of the business covered by the return. For example, 
stocks of goods produced which in the main are to be further processed within 
the business covered by the return should be recorded as work in progress and 
not as materials and fuel or as goods on hand for sale.
7. The values for the beginning and end of the year should be on the same basis. 
If a business has been acquired during the year, its stocks should not be included
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482 Censuses o f production and distribution

for the end of the year unless they can also be included for the beffinning of the 
year. ^
8 . Include:

(a) Any stocks held outside the United Kingdom (but see Note 9).
(b) Any stocks of goods held for merchanting or factoring.
(c) Loose tools, jigs, dies, patterns, moulds and similar items.
(d) Vehicles, plant, machinery, etc., let out on hire only if they were not 
charged to capital asset accounts when acquired.
(e) Duty in the case of dutiable goods held out of bond.
Exclude stocks held by subsidiary companies mainly operating overseas.

10. Progress payments received by you should be ignored, i.e. gross figures 
should be given for work in progress. Exclude any progress payments made by 
you to sub-contractors. ^

9.

III. C A P IT A L  E X P E N D IT U R E

Genera]
Include (except as stated in note 12):
(a) All expenditure charged to the capital asset accounts.
(b) Capital expenditure at any establishments belonging to the business 
where production had not yet begun.
(c) Capital items bought on hire purchase.
(d) New building work or other capital items produced by you for use in 
the business covered by the return.
(e) Any expenditure on additions to capital assets which is temporarily being 
carried forward under other headings, e.g. work in progress on capital 
assets in course of construction, or deposits or other payments on account 
of capital assets in process of acquisition.
(f) Expenditure on replacing capital assets destroyed under circumstances 
(e.g. fire) which have given rise to an insurance claim.
(g) Any expenditure on the replacement of major capital assets where, in 
lieu of depreciation, these renewals are charged either direct to revenue or 
against a provision for renewals created out of revenue.
Exclude:
(a) The value of any assets acquired in taking over an existing business.
(b) Expenditure on intangible assets such as goodwill, patents and trade 
marks.
(c) Transfers to capital asset accounts during the year brought forward 
under other headings (see note 11(e)) from previous years.
(d) Expenditure on any items which are to be used outside the United 
Kingdom.
(e) Expenditure on loose tools, jigs, dies, patterns, moulds and similar 
items (see note 8(c)).

Land and buildings

13. Include:
(a) Against heading 8 expenditure on the construction of new buildings, the 
extension or improvement of old buildings (including fixtures, e.g. lifts, 
heating and ventilation systems), and on site preparation and other civil
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engineering work. Include the cost of any newly constructed buildings 
nnrchased-

cost or premium payable for leaseholds acquired, and against neaaing lu 
amounts receivable.
(c) Against headings 8 and 9 architects’ and surveyors’ fees and any legal 
charges, stamp duties, agents’ commissions, etc.

Vehicles, plant, machinery, and other capital equipment
14. Include against headings 11 and 12 ships, aircraft and railway rolling stock 
as well as motor vehicles, but exclude vehicles, such as fork lift trucks, used 
within warehouses, factories, etc., and mobile powered equipment such as earth 
movers, etc. Include against headings 13 and 14 plant, machinery and all 
capital equipment (e.g. office machinery and furniture) not covered by headings 
8 to 12.
15. Do not deduct any amounts received from the Cotton Board under the 
Cotton Industry Act, 1959, or from the Board of Trade under the Local Employ
ment Acts of 1960 to 1966.

, ating over an
L ia s  good̂ iB, patats aad trade

ts during the year
brought forward

dies, pa®®

f „ ,„ b u i ld i» P - .f

on site pw



\ 'J

r '

•  «i

'WrT*rC:1.* '

‘.•J .M 1-VJ-
• V ' ^ ,-

. j
Jr-

• C.̂l̂:

• ' . • j

,  •

-jf .1
•c

• V

'2T

Lir-o
■* «4

Appendix III

SUMMARY OF TERMS USED IN INLAND REVENUE DATA

Inland Revenue statistics provide the main source of information on the incomes 
of both persons and companies. The following summary definitions and ex
planations of the Inland Revenue system are given for reference.

Income tax
Income is charged to tax under Schedules according to the source from which it 
arises. Under the Finance Act, 1965 the income of corporate bodies is charged 
to corporation tax instead of income tax (see below).

Schedule A. Income from the ownership of land, buildings and other heredit
aments up to 1963/64.

The income charged under Schedule A was determined by reference to the 
annual rent at which the property was, or could be, let or on the value of the 
beneficial occupation of the property when the rent fell short of the annual value. 
The annual value was normally fixed once every five years, but the last re
valuation was, in fact, made in 1936. Where property was actually let at a rent 
which exceeded the Schedule A assessment, the ‘excess rent’ was charged under 
Case VI of Schedule D. If, over the past five years, the average expenditure on 
repairs, maintenance and insurance exceeded the statutory deduction allowed in 
the assessment, a claim might be made for relief for ‘excess maintenance’.

Schedule B. Income from the occupation of lands. Profits arising from lands 
occupied for farming or other commercial use have, for the years 1949/50 
onwards, been wholly assessable under Schedule D. From 1964/65 only income 
from woodlands managed on a commercial basis is charged under this Schedule.

Schedule C. Interest on certain British government securities and certain 
securities of governments and public authorities outside the United Kingdom.

Schedule D. Profits and income grouped under the following ‘Cases’:
Case I. Profits of a trade.
Case II. Profits of a profession or vocation not dealt with under any other 

Schedule.
Case III. Interest, except interest charged under Schedule C, assessed on the 

recipient, discounts, annuities and other annual payments.
Case IV. Income, except interest charged under Schedule C, from overseas 

securities.
Case V. Income from other posesssions abroad, for example dividends 

from ordinary shares in a foreign company.
Case VI. Income from furnished lettings and other miscellaneous income not 

charged under any other Case of Schedule D or any other Schedule.
Case VII. Short-term capital gains from 1962/63, that is capital gains 

arising on the disposal of assets within twelve months of their acquisit
ion (six months up to 1964/65).

Case VIII. Rents and other income from the ownership of property from 
1964/65, formerly charged partly under Schedule A and partly under 
Schedule D, Case VI.
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The dates above generally relate to the year the income arises. The income 
charged under Cases I and II of Schedule D is normally the profits made in the 
trader's accounting year ending in the preceding year of assessment. Income 
charged under Cases III, IV, V, VI (other than excess rents) and VII is normally 
that arising in the preceding year of assessment. Income under Case VI (excess 
rents) and Case VIII is the actual income of the year of assessment, although 
under Case VIII the initial assessment is based on the preceding year’s income 
and adjusted later. There are, however, exceptions under all Cases, applying 
when a business is started or discontinued, or when some other source of income
is acquired or disposed of.

Schedule E. Income from an office, employment or pension. Most of the tax 
collected under this Schedule is deducted by the employer under the ‘Pay-as-you- 
eam’ (PAYE) system.

Schedule F. Dividends and other company distributions from 1966/67. Income 
tax withheld by companies from dividends and other distributions, chargeable 
under Schedule F, is collected about a month after payment under the provisions 
of Schedule 12 of the Finance Act, 1965. Under these provisions there is also 
collected the tax on company payments of interest, royalties, etc. chargeable 
under Section 170 of the Income Tax Act, 1952. Schedule 12 provides that a 
company is to make a return at the end of each month of income tax withheld 
from distributions and payments, and to pay over to the Revenue any tax due. 
Tax collected thus is known as ‘Schedule 12 income tax’ and, although collected 
from companies, most of it is borne ultimately by persons.

The year of assessment for income tax purposes runs from 6 April in one year 
to 5 April in the next. This period is referred to as the ‘fiscal year’ or ‘income tax 
year’ to distinguish it from the ‘financial year’, ending on 31 March, which is the 
period used for the accounts of the central government.

As far as possible, income tax is deducted at the source and collected by the 
Inland Revenue from the payer rather than from the recipient of the income 
who ultimately bears the tax. Thus tax deducted by the Bank of England from 
payments of government interest is assessed under Schedule C; tax deducted by 
local authorities from their interest payments is assessed under Schedule D, 
Section 170; tax on company dividends is deducted by the company making the 
payment and from 1966 accounted for under Schedule F ; and tax on wages and 
salaries is deducted by the employer under the PAYE system.

Surtax
Surtax is a deferred instalment of income tax chargeable upon the total income 
of a person if it exceeds £2,000 per annum. In general it is payable only by 
individuals. Since 1961/62 there have been special allowances reducing the 
liability of earned incomes.

Profits tax
Profits tax, which was in force up to 5 April 1966, was charged on the profits of 
trades or businesses, including the holding of investments, carried on in the 
United Kingdom by corporate bodies or carried on abroad by corporate bodies 
ordinarily resident in the United Kingdom. From 1 January 1947 to 31 March 
1958 distributed profits were charged at a higher rate than non-distributed 
profits. Profits for this purpose were computed on income tax principles, subject 
to prescribed modifications. It was chargeable by reference to the profits for
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486 Inland Revenue terms

each ‘chargeable accounting period’, normally the yearly accounting period of 
the business.

Corporation tax
Corporation tax, introduced by the Finance Act, 1965, is charged on the trading 
profits (after deducting capital allowances), other income and chargeable capital 
gains of corporate bodies, collectively described as their ‘profits’. It replaced the 
income tax and profits tax formerly charged, and falls on the ‘profits’ of corporate 
bodies resident in the United Kingdom wherever they arise and whether they are 
remitted to this country or not. Dividends or other distributions received by one 
United Kingdom company from another, which have borne income tax under 
Schedule F, are not subject to corporation tax in the hands of the receiving 
company. Other income tax deducted at source is allowed for in the corporation 
tax assessment. Broadly speaking, the profits chargeable to corporation tax are 
computed according to income tax principles under the Schedules and Cases 
governing income tax.

The first accounts charged to corporation tax were generally those for the 
accounting period following that of which the profits had been assessed to income 
tax for the year of assessment 1965/66; the first major payment of tax was in 
January 1967.

Capital gains tax
Capital gains tax is payable on capital gains, other than short-term capital gains 
liable to income tax under Case VII of Schedule D, accruing to individuals on the 
disposal of assets. The capital gains of companies are charged to corporation 
tax. The tax was introduced by the Finance Act, 1965, and is charged on capital 
gains realised after 6 April 1965 but only to the extent that such gains are 
attributable to the period after that date. The first payments of capital gains tax 
were received during 1966.

Disposal includes sale, exchange, gift and, generally, any occasion when the 
owner of an asset derives a capital sum from it. Assets are deemed to have been 
disposed of at the owner’s death, with an exemption for the first £5,000 gains.

Gains arising from certain types of asset are exempt from capital gains tax, the 
main types being principal private residences occupied as such; tangible moveable 
property worth £1,000 or less; most life insurance policies; savings certificates, 
premium bonds, defence bonds and national development bonds. From 1967/68 
an individual’s gains for any one year are exempt if they do not exceed £50.
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accepting houses, 204, 409, 418 
accounting bases, 37, 38

see also transactions, recording of 
accounting years, 38, 84, 143-5, 217-22, 

247,288,317,397,478 
administrative, technical and clerical em

ployees, 121, 129
advances and loans, see banks, advances 
aerodromes, 297, 338-9 
agricultural companies, 99, 142, 203 
Agricultural Mortgage Corporation, 204, 

344, 409
Agricultural Research Council, 298, 342 
agriculture:

employment income, 67, 123-4, 131, 
134
fixed capital formation, 368, 371-2 
income in kind, 115, 125, 134 
income of farmers, 67,99,102,142-4, 
147, 223
output at constant prices, 49, 78, 83, 
84, 88
owner-occupied property, 474-5 
public authorities’ expenditure, 343-4 
rent, 142,475-7 
stocks, 397
subsidies, 47, 119, 144, 272, 296, 344 

aircraft, 15, 341, 365, 380,438 
see also military aircraft 

air transport, 375 
air travel, 174-5 
alcohol duties, 74, 118, 264 
alcoholic drink, 34-5, 148-9, 155, 160-2 
allowances, family, see family allowances 
appreciation of assets, 10, 29,410-11 
Appropriation Accounts, 251, 273, 289, 292, 

294, 301, 332
appropriation accounts: 26 

companies, 57, 206-14 
corporate, 62-3, 203, 241 
financial companies, 58, 215 
industrial andcommercial companies, 
58, 215
public corporations, 240-3, 246-7 

approved schools, 352 
armed forces, see Forces 
articulation of accounts, 31 
Asian Development Bank, 285, 337 
assets:

financial, see financial assets 
overseas, 5, 27, 29, 439, 448-9, 450 
physical, 3, 27, 29, 439 

assurance, life, see life assurance and 
suF>erannuation funds 

Atomic Energy Authority:
current expenditure, 333-4, 342, 354 
fixed capital formation, 342, 354

487

Atomic Energy Authority (continued)
treatment in national accounts, 23, 
257, 261, 267, 296, 325, 400

bacon, 157-8 
bad debts, 225
balance of payments, see international 

transactions 
balance sh ^ ts , 29
balancing item in balance of payments, 415, 

439, 449, 458, 472
Bank of England: 242, 246, 269, 277

Banking Department, 278-9, 408-9, 
418, 422
Issue Department, 252, 273, 279 

banking sector, 23,408-9,418, 423-4 
banks:

advances, 424
advances, interest on, 146, 208, 224, 
229
charges, 184, 204
deposits, 27, 410-11, 423, 456, 466
deposits, interest on, 103, 210, 228
estimation of profits, 226-7
lending by, 424
output at constant prices, 79
overseas, 409, 418
see also insurance, banking and 
finance

base year, changes in, 43, 46, 80, 153 
beer, 160-1
betterment levy, 259, 274 
betting and gaming, 118, 184 
beverages, 156, 159
Blue Book, organisation of tables in, 28, 

58-9, 61-76 
Board of Trade:

factories, 268, 297, 340-1 
Local Employment Acts, 341 

bond, withdrawals from, 66, 160 
book value of stocks, see under stocks and 

work in progress 
books, 169
boundary of production, 7-9, 44-5, 77, 360 
bread, 157
British Airports Authority, 237, 246, 338 
British Broadcasting Corporation, 240, 

244-6, 265, 336-7, 355 
British Electricity Authority, 250 
British European Airways, 246, 338, 375 
British Overseas Airways Corporation, 242, 

246, 277, 338, 375
British Railways Board, 136, 240, 246, 272, 

338-9
see also railways
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British Steel Corporation, 238, 276, 341 
British Transport Commission, 136, 240, 

242, 244, 265, 277, 338-9 
British Transport Docks Board, 246, 338-9 
British Waterways Board, 240, 246, 338-9 
broadcast receiving licences, 118, 178, 240, 

265
building and contracting, see construction 

industry
building societies, 100,117,202-5,208,210, 

235, 409, 424, 425 
buildings and works, 366,380

see also fixed capital formation 
bus, coach and tram travel, 173-4 
business accounting: 16,17, 20,24, 31, 37 

fixed capital formation, 362 
stocks and work in progress, 391-2, 
401-2

business enterprises operating abroad, 15, 
437-8

business entertaining, 225 
business purchases of consumer goods and 

services: 41, 105, 148, 151 
books, 169 
catering, 180 
clothing, 166
communication services, 177 
domestic service, 179 
drink, 160-1 
food, 156 
travel, 173-4 

butter, 158

Cable and Wireless Ltd., 242, 246,250,277, 
338

canals, see harbours, docks and canals 
canteen meals, 105, 125, 154, 179 
capital accounts: 20, 26-8, 30, 59, 63-4, 

412-13
central government, 254-5, 274-86 
combined (United Kingdom), 26-7, 
63-4
companies, 214-15,217 
local authorities, 313-17 
personal sector, 22, 99, 112-13 
public corporations, 240, 243-8 

capital allowances, see depreciation 
capital consumption: 383-7

general concepts, 16-17, 111, 383-4 
lengths of life, 386 
published tables, 384-5 
reliability of estimates, 387 
statistical sources, 385-6 
treatment in national accounts, 6,10, 
77, 474
see also depreciation 

capital expenditure returns:
census of production, 369, 478-9, 
481-3

capital expenditure returns {continued)
inquiries into the distributive and 
service industries, 369,479-81 
from public authorities and public 
corporations, 247, 295, 318, 369 
quarterly inquiries, 369, 373, 376 
see also fixed capital formation 

capital formation, 11, 360, 390
see also capital accounts; fixed 
capital formation; stocks and work 
in progress

capital gains, 18, 63, 226, 392, 410-11 
capital gains tax, see taxes on capital gains 
capital grants, see transfers and grants, 

capital
capital issues, 418, 420, 426-7 
capital losses, 226, 410 
capital stock: 383-7

general concepts, 29, 383-4 
lengths of life, 386 
methods of calculation, 384 
published tables, 384-5 
reliability of estimates, 387 
statistical sources, 385-6 

capital transfers, see transfers and grants, 
capital

caravans, 162,171,179,183 
car ferries, 176
catering, 35, 118-19, 125, 154-7, 179-80 
catering trades inquiry, 150-2, 179, 376, 

480-1
census of distribution: Appendix II (478-83) 

general description, 479-80 
as source, 34-5, 129, 138, 150-2, 
369

census of population, 33, 122, 130-2 
census of production: Appendix H (478-83) 

extract from form, 481-3 
general description, 478-9 
as source:

for employment income, 33, 
121-2, 129-36
for fixed capital formation, 35, 
369, 373-4
for input-output, 72-3 
for stocks, 35, 396-8

Central Electricity Generating Board, 245, 
250, 341

central government: Chapter IX (251-305) 
assistance to industry, 261-2 
capital account, 254-5, 274-86 
cash balances, 278 
company securities, purchases, 286, 
342
consolidation of accounts, 253-4 
current account, 254, 262-73, 286-7, 
290-1
current expenditure on goods and 
services, 253-4, 270-2 
definition, 23-4, 251-2 
economic classification of accounts, 
254-5
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caravans, 162,171,179, 183 
car femes, 176
catering, 35, 118-19, 125,154-7,17^80 
catering trades inquiry, 150-2, 179,376, 

480-1
census of distribution: Appendix 11 (478-83) 

general description, 479-80 
as source, 3^-5, 129, 138, 150-2, 
369

caisus of population, 33, 122, 130-2 
census of production: Appendix U (478-83) 

extract from form, 481-3 
general description, 478-9
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central government (continued)
employment income, 270, 323-5 
exports and imports of services, 442,
461, 468
financial transactions, 255, 274, 276- 
281, 284-6
fixed capital formation, 281-2,362-3, 
364, 369-70
grants from overseas governments, 
269-70, 274, 448
internal transactions, 253-4, 272-3 
lending, 255, 284-6, 295, 425-6, 430 
net balance, 274, 278-9 
quarterly estimates, 271, 287, 295 
reliability of estimates, 295 
rent income, 254, 257, 267-9, 475 
saving, 273
seasonally adjusted expenditure, 55 
securities, see securities, British 
government and government guar
anteed
statistical sources, 288-95 
stocks, 12, 282, 385-7, 400 
subsidies, 255, 258, 260, 272 
trading bodies, 24, 34, 37, 203, 237, 
256-8, 296-7, 395, 400 
trading surplus, 254, 257-8, 266 
transactions, recording of, 255-6 
transfer payments, 254-5, 272-3, 
282-4, 308-9
see also public administration and 
defence; public authorities; public 
expenditure, analysis of; Exchequer 
accounts

central heating, 163-4 
cereals, 157
changes in definition, treatment of, 41 
Channel Islands, 436 
charities, 211, 215,232,235

see also non-profit-making bodies 
cheese, 159 
chemists’ goods, 170 
child care, 352
churches, see non-profit-making bodies 
cider and perry, 162 
c.i.f., 458, 467 
cinemas, 178
civil aviation, in balance of payments, 438, 

443, 462, 468-9
see also aerodromes; aircraft; air 
transport

civil defence, 335-6
civil service, see public administration and 

defence
clean air grants, 315-16 
*C’ licence vehicles, 82, 86 
close companies, 225 
clothing and footwear, 34, 166 
clubs, see non-profit-making bodies 
coal and coke, consumers’ expenditure, 

164-5
coal miners, income in kind, 125

coal mining, 134-5, 372, 397
see also National Coal Board 

coast protection, 343, 346-7 
coin, see notes and coin 
coke, see coal and coke 
‘collective persons’, 22,100, 112, 114 
colleges of advanced technology, 282, 299, 

306, 311
see also universities, colleges, etc. 

combined public authorities, see public 
authorities

commercial accounting, see business 
accounting

commercial bills, 424, 457, 467 
see also external liabilities 

commodity flow method of estimation, 
fixed capital formation, 367-8 
see also supplies statistics 

Commonwealth Development Corporation, 
239, 246, 250, 337 

communication industry: 71
employment income, 137 
fixed capital formation, 339, 376 
output at constant-prices, 86 
stocks, 339, 399 
see also Post Office

communication, public expenditure, 338-9 
communication services, consumers* 

expenditure, 35, 177 
companies: Chapter VII (202-36)

appropriation account, 26, 57, 203, 
206-15
capital account, 214-15, 217 
definition of sector, 22-4, 202-3, 
408-9
farming, see agricultural companies 
financial, see financial companies 
fixed capital formation, 206,214,365, 
371, 413
hire purchase finance, 106, 204, 
227-9, 232, 409, 420, 424, 425 
industrial and commercial, Chapter 
VII (202-36) and 408, 414-18, 
432
insurance, 23,204,206, 209,227,409, 
418-19, 444, 458
see also life assurance and super
annuation funds
interest and dividend payments, 207, 
210, 224, 230-2
interest and dividend receipts, 208, 
227-9
non-nationalised, 208, 215 
overseas, 15, 223, 428 
private, 202 
professional, 216, 223 
profits:

definition, 207-8, 437 
by industry, 70, 206, 216, 220, 
236
method of estimation, 33, 36, 
38, 54, 217-27
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490 Index
companies: profits {continued)

quarterly sample, 218, 220-3 
see also profits

property, see property companies 
public, 202
published accounts as source. 370 
418
reliability of estimates, 235-6 
residence, 437-8
saving (undistributed income), 26, 
207, 214, 216-17
securities, see securities, company
and overseas
stocks, 214-5, 395, 397
subsidiaries overseas, see subsidiary
companies overseas
taxes on income, 211-14, 233-5,
328-9

Companies Act, 202-3 
compensation payments, see employers’ 

compensation payments; war damage 
compensation 

confectionery, 158
Consolidated Fund, 252, 284, 288-92 
consolidation of accounts, 63, 253-4, 

320-1
construction industry: 35, 70, 84, 135, 370 

fixed capital formation, 374 
slocks, 399

consumer price index, 117
consumers’ debt, 106
consumers’ expenditure: Chapter VI,

Section 5 (147-201) am726,67,117-20 
abroad, 62, 155, 186, 453^, 462 
classification of, 35, 154 
at constant prices, 46, 153-4, 155-87 
defined, 10, 105-7 
published tables, 59-60, 117, 120 
reliability of estimates, 40-1, 187-90 
revision of estimates, 187 
seasonally adjusted, 55 
statistical sources, 34-5, 148-201,480 
see also individual items o f  expend
iture

consumption, as economic function, 1-5, 16, 
24, 30

consumption accounts, 20 
co-operative societies, 100, 202, 210, 216, 

224, 232
co-operative societies, shares of retail 

societies, 426, 427
corporate enterprises, see companies; 

public corporations
corporation tax, 210-13, 234-5, 242, 328-9, 

486
costs, index numbers of, 68-9 
current accounts: 26, 30

in balance of payments, 438-9, 440-8 
central government, 254, 262-73, 
286-7, 290-1 
local authorities, 307-13 
National Insurance Funds, 287

Customs and Excise duties, 118, 264
see also purchase tax; taxes on 
expenditure

dairy products, 159
dealers’ margins, 106-7, 155, 167, 183

see also land and existing buildings, 
transfer costs

death duties, 113, 259, 274, 329, 429 
death grants, 105, 287 
debenture interest, 207, 210, 217, 230 
debt, government, interest on, 2,7,103.208 

228, 272-3
defence, see military defence expenditure; 

civil defence; public administration 
and defence

defence aid, 270, 333, 447
denationalisation, see nationalisation 
deposits:

with banking sector, 27,410,411,423 
with building societies, 424 
with hire purchase finance companies 
424,
with other financial institutions, 424 

depreciation;
central government trading bodies, 
257-8
on overseas income, 209, 211, 214, 
445
statutory allowances, 212, 216, 236, 
385, 388-9
‘straight line’ basis, 17, 383 
see also capital consumption 

Development Fund, 252, 303, 344 
directors’ fees, 72, 120, 132-3 
direct taxes, see taxes on income 
discount houses, 204, 232, 409, 418 
distributed profits, see dividends 
distributive trades:

census data, see census of distribution 
employment income, 129, 131, 138 
f ix ^  capital formation, 376 
input-output, 73
output at constant prices, 79, 86, 88 
stocks, 395, 398-9 
weight in output index, 82-3 

dividends: 38, 210-11, 230-2
reserves, 210, 212, 214-15, 217 
see also interest and dividends; rent, 
dividends and interest 

dock labour, 137
docks, see harbours, docks and canals 
doctors, 71, 144, 323, 351 
dog and gun licences, 118, 171, 265 
domestic aggregates: 16

expenditure, 4-5, 16, 65
see also final expenditure 

income, 2, 9
product, see gross domestic product 

domestic appliances, hire of, 183
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domestic pets, 171 
domestic poultry keeping, 156, 159 
domestic service, 67, 140, 179 
double deflation, 77 
drainage, see sewerage and drainage 
drink, see alcoholic drink; beverages 
driving lessons, 173 
driving licences, 118, 173 
driving tests, 118, 173 
dry cleaning, see laundry and dry cleaning 
durable goods, consumers’, 8, 9, 34, 105-6, 

111, 118, 154, 166-8, 360 
see also motor vehicles 

dwellings:
fixed capital formation, 35, 366, 368, 
370, 377-8, 380 
ownership of, 71, 80, 87, 476 
see also housing; under owner- 
occupied property

earnings, see income from employment 
economic aid, 337, 442, 447 
education:

fixed capital formation, 350, 378-9 
output at constant prices, 79 
private, see schools, private 
public authorities’ expenditure, 106, 
308,349-50,356
see also professional and scientific 
services 

eggs, 159
electrical goods, 167 
electricity: 70, 84-5

consumers’ expenditure, 165 
employment income, 129, 135 
f ix ^  capital formation, 374 
stocks, 398
see also public corporations 

Electricity Boards, 245, 250, 341 
Electricity Council, 245, 250, 341 
embassies, 15, 436
emergency housing, see housing, emergency 
emigrants, see migrants 
employers’ compensation payments, 113, 

120-1, 128, 133, 246 
employers’ contributions:

national insurance and health, 69, 
102,115-16,120,133 
superannuation schemes, etc., 69, 
100-2,115-16,120,126-8,133 

employment income, see income from 
employment

employment by sector, 66-8 
employment services, public authorities’ 

expenditure, 339-40
entertainments, consumers’ expenditure, 35, 

178
entertainments duty, 118, 264 
Estimates, 251-2, 292-4, 301, 332 
European Fund, 281, 430, 451

European Payments Union, 276, 280, 281» 
292, 448, 455

European Recovery Programme, 274, 280 
284, 448

excess profits tax and levy, 211, 263, 283 
Exchange Equalisation Account, 252, 408, 

449, 455
Exchequer accounts, 253, 288-93, 300 

see also central government 
Exchequer Extra Receipts, 289, 294 
existing assets, transactions in, 361

see also land and existing buildings 
expenditure at constant prices, 46-7, 51-2, 

55-6, 68
see also under individual items o f  final 
expenditure

expenses of employment, 105, 120, 126, 133 
export rebates, 66, 264 
exports of goods: 4, 5, 36, 65, 438, 441, 458 

at constant prices, 46, 52, 467-8 
coverage adjustments, 38, 459-60 
reliability of estimates, 468-9 
seasonally adjusted, 55 

exports of services: 4, 5, 36, 65,441-4,461-4 
at constant prices, 46, 52, 467-8 
reliability of estimates, 468-70 
seasonally adjusted, 55 

external liabilities, 439, 446, 456, 465 
external relations, public expenditure, 336-7 
extra-budgetary funds, 252, 295, 302-4

factor cost:
adjustment to, 14, 47, 56, 61 
expenditure at, 13, 14, 47, 65-6, 
117-19, 327

factor earnings, see factor incomes 
factor incomes, 1-2,7-10,25,33-4,42,54-5, 

61-2, 66-7, 69-70
see also under individual items o f  
factor income

factors of production, 25, 30 
family allowances, 1, 105, 353 
Family Expenditure Survey, 34, 35, 140, 

148-50, 162-4, 172, 174, 178, 181^, 
187

farmers:
food consumption, 156-7 
income of, see under agriculture 
see also agriculture

fees paid to public authorities, 184-5, 260 
265, 311

FIFO (first in, first out), 392, 401-2 
final expenditure, 3-14,34-6,42,55-6,65-6, 

68, 69
see also under individual items o f  
final expenditure 

final output, 3, 13, 65, 69, 72-6 
see also final expenditure 

final product, see final output 
Finance Accounts, 289-94, 300
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492 Index
Finance Act, 1965, 210-13, 234-5, 263, 

484-6
finance and tax collection, 353 
financial accounts: Chapter XIV (408-35) 

and 25, 27-8, 30, 59, 449 
reconciliation with balance of pay
ments, 451-4
reliability of estimates, 431-2 
statistical sources, 415-31 

financial assets: 27, 111, 408
classification of, 27, 410 
international transactions in, see 
under international transactions 
miscellaneous short-term home (net), 
429
net acquisition of, 30, 110, 113, 215, 
246, 412-14, 431-2 
other identified home, 429-30 
overseas, 410, 430-1, 449-58, 465-7, 
471-2

see also investment abroad 
statistical sources, 420-31 
transactions by sector, 414-32 

financial companies: 21, 204, 228-9, 232, 
408-9,412-14, 418-20 
fixed capital formation, 206, 365 
output at constant prices, 79 
profits, 204-6, 215, 226-7 
see also companies; insurance, bank
ing and finance

financial institutions other than banks, 23, 
409, 418-20, 424, 426, 456, 466 

financial intermediaries, 21, 408 
financial services, see insurance, banking and 

finance
fines, 119, 185, 260, 265 
fire services, 311, 349, 379 
fishing, 134, 343^, 372 
fixed assets:

definition, 11, 360, 362-3, 365-6, 367 
improvement of, 361 
leasing of, 364 
location of, 361

fixed capital formation: Chapter XII (360- 
89)
by asset, 365-6 
at constant prices, 380-1 
general concepts, 11, 36, 360-3 
by industry, 363-4, 371-9 
published tables, 59-60, 363-7 
reliability of estimates, 381-2 
seasonally adjusted, 55, 57 
by sector, 364-5
statistical sources, 35,367-81,478-83 
valuation of, 361

see also capital expenditure returns; 
under individual industries and sectors 

f.o.b., 441, 467, 469 
food:

consumers’ expenditure, 34-5,148-9, 
155-60

food {continued)
household expenditure, 154-60 
‘other personal expenditure’, 155-6 
subsidies, 119, 144,258,212,296,344 
see also catering; welfare foods; 
individual food<i

footwear, see clothing and footwear 
Forces:

foreign, in United Kingdom, 15, 186, 
437, 442, 444, 464 
income in kind, 126, 155-6, 185 
pay, 120, 126, 323
stationed abroad, 15, 186, 334, 436, 
442-3
see also military defence expenditure; 
public administration and defence 

foreign exchange reserves, see gold and 
currency reserves

foreign taxes, see taxes paid abroad 
foreign trade, see exports; imports 
foreign visitors, see overseas visitors 
forestry, 134, 343-4, 372, 397 
Forestry Commission, 266, 296 

see also forestry 
friendly societies, 99, 140, 203 
fruit, consumers’ expenditure, 159 
fuel and light, consumers’ expenditure, 35, 

164-6 
furniture, 167

garage rents, 172 
gas: 70, 84-5

consumers’ expenditure, 165 
employment income, 129, 135 
fixed capital formation, 374 
stocks, 398
see also public corporations 

Gas Council and Boards, 245, 249, 341 
general government, 21, 320

see also public authorities 
German contributions to cost of Forces, 

271, 334, 443, 456, 
gifts, 1, 4, 100

see also transfers and grants 
going concerns, purchases of, 361, 427-8 
gold and currency reserves, 4, 281, 430, 

438-9, 455, 465
goods transport by road, see road goods 

transport
government, see central government; public 

authorities
government dollar portfolio, 281, 455 
Government Social Survey (Social Survey), 

140, 149, 182, 183, 462 
gramophone records, 168, 171 
grant-aided bodies, 261, 298-9, 302 
grants, see transfers and grants 
gross domestic fixed capital formation, 

see fixed capital formation
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gross domestic product:
consistency of estimates, 39, 50 
at constant prices. 42-53 
definition, 2, 9, 16 
index numbers, 64 
by industry, 48-50, 65, 69-71, 77 
see also output at constant prices 

gross national expenditure, see national 
exF>enditure

gross national product. Chapter I (1-18) 
and 47, 61-2, 65-6 

gun licences, 118, 171, 265

hairdressing, 183
harbours, docks and canals, 309-10, 315, 

338-9, 375
hardware, consumers’ expenditure, 154, 168 
health contributions, 265, 287

see also national insurance and health 
contributions

health services, 71,106,139,182,346, 350-1, 
379
see also national health service; 
professional and scientific services 

hire purchase debt, 106, 114, 146, 167, 224, 
229, 424-5

hire purchase finance companies, see under 
companies

horticultural-goods, 171 
hotels, 149, 154, 162, 179 

see also catering 
household goods, 167-9

see also durable goods, consumers’ 
household services, miscellaneous, 183 
housing:

consumers’ expenditure, 105-6,162-4 
emergency, 312, 326-1, 345 
improvements, 163-4, 378 
public corporations, 246, 345, 356, 
378
public expenditure, 312, 332, 345-6 
repairs, 163-4, 310, 474 
subsidies, 119, 272, 308-9, 310, 312, 
318, 326-7, 345
temporary, 268-9, 297, 326-7, 345 
see also dwellings; loans for house 
purchase; married quarters for 
Forces

hydrocarbon oils, duties on, 118, 264

ice cream, 118, 160
imports of goods: 2, 4, 5, 36, 438, 441, 458 

at constant prices, 46, 52, 467-8 
coverage adjustments, 38, 459-60 
duties, see taxes on imports 
at market prices, 66, 68 
reliability of estimates, 468-70

F,

imports o f goods (continued) 
seasonally adjusted, 55 
temporary charge on, 66, 118, 264 
valuation adjustments, 458-9 

imports of services: 2, 4, 5, 36, 438, 441-4, 
4 6 1 ^
at constant prices, 46, 52, 467-8 
seasonally adjusted, 55 
reliability of estimates, 468-70 

improvement grants, 315-16, 318, 378 
imputation, 7-9, 101, 473 
income:

forms of, 1, 7, 9-10 
imputed, 7-9, 114, 120, 142

see also income in kind; under 
rent income

in kind. 8,114,120-1,125,126,132-3, 
144, 155-6, 165, 185 
personal, distribution of, 115-17 
undistributed, see saving; under 
individual sectors

income and expenditure accounts: 20, 26-31 
personal sector, 101-12, 119 

income from abroad: see under property 
income
companies, 209-10, 229-30, 445-7, 
464, 471
public corporations, 247, 445, 446 

income from employment (wages and 
salaries, etc.): 
definition, 9-10, 102, 120-1 
distinction between wages 
salaries, 121-2, 141 
Forces pay, 102, 126, 323 
by industry, 69-71, 112, 120, 122, 
129, 1 3 3 ^
reliability of estimates, 140-1 
seasonally adjusted, 54 
by sector, 66-7, 323-5 
statistical sources, 33, 120-41 
per unit of output, 69 
see also employers’ contributions; 
expenses of employment; income 
in kind; under individual industries 

income from self-employment: 9-10, 22, 99, 
102-3
reliability of estimates, 147 
seasonally adjusted, 54 
statistical sources, 33, 142-7 

income paid abroad, see under property 
income

incomes, number of, 116 
income tax, see taxes on income 
Independent Television Authority, 242, 246, 

249, 265, 355
‘index number’ problem, 46, 79-80 
indirect taxes, see taxes on expenditure 
Industrial and Commercial Finance Cor

poration, 204, 435 
industrial assurance, 113, 206 
industrial production, index of, 48-9, 51, 56, 

81, 84-5
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494 Index
Industrial Reorganisation Corporation, 246 

249, 342
industrial training boards, 298, 340 
industries:

classification of, see Standard 
Industrial Classification, 1958 
definition, 7-8, 77
employment income by, 69-71, 112 
120, 122, 129, 1 3 3 ^
fixed capital formation by, 363-4. 
371-9
output at constant prices, see output 
at constant prices; under individual 
industries
profits and other trading income by, 
69-71, 206, 216, 236, 245-6, 266, 
310
rent by, 476-7 
stocks by, 394-5, 397-^0  

industry and trade, public expenditure, 
340-2

initial allowances, 216, 388-9
see also depreciation, statutory 
allowances

injuries, compensation for, see employers’ 
compensation payments 

Inland Revenue terms. Appendix III 
(484-6)

input indicators, used to measure output, 
49, 78, 85, 86-7

input-output: 25, 58, 69-76, 119, 154 
coefficients, 50, 76 

insurance:
claims, 225
consumers’ expenditure, 164, 172, 
180-1
see also companies, insurance; 
insurance, banking and finance; 
life assurance and superannuation 
funds

insurance, banking and finance: 23, 71, 
204-6, 444, 463, 476 
employment income, 138 
fixed capital formation, 364, 376 
output at constant prices, 79, 86, 88 
profits, treatment of, 70-1,204-6,216 
weight in output index, 83 
see also financial companies; pro
perty companies 

interest and dividends:
accruals, 38, 210, 217, 230-1, 246 
central government, 269, 272-3 
companies, 207-8, 210, 224, 227-9, 
230-2
local authorities, 311, 313, 317 
F>ersonal sector, 57, 103-4, 108, 114 
public corporations, 241, 242, 246, 
247
reserves, 38, 60, 63, 210, 214, 244, 
246, 413
statistical sources, 34 
taxes on, 210, 213, 484-5

interest and dividends (continued)
treatment in national accounts 1 2 
103, 204, 210 ’ *
see also debt, government, interest on; 
dividends; property income 

intermediaries, financial, 21, 408 
intermediate goods, 3, 11 
intermediate output, 3, 12, 72-5 
international account, see international 

transactions
International Bank for Reconstruction and 

Development, 285-6, 337, 431, 456 
International Development Association 

285, 337
international lending bodies, 285-6, 337 

455, 465
International Monetary Fund, 273,281,430 

439, 446, 451-2, 455
International Passenger Survey, 150, 152, 

174-6, 186, 462
international transactions: Chapter XV 

(436-72) and 3-5, 19, 28, 64 
balance of payments accounts, 24, 
64, 438-9, 449
financial, 27, 410, 420, 427, 449-58, 
465-7, 471-2
published tables, 64, 274, 439-58 
reconciliation with financial accounts, 
451-4
reliability of estimates, 468-72 
statistic^ sources, 458-67 
see also exports; imports; transfers 
and grants; property income 

investment, 1-4, 27, 29, 6 3 ^
see also capital accounts; financial 
assets; fixed capital formation; stocks 
and work in progress 

investment abroad:
direct, 209, 211, 233, 427, 431, 445, 
456-7, 466, 471
net, 4, 5, 64, 408, 414, 439, 448-9 
other than direct and portfolio, 209, 
446, 466
portfolio, 209, 427-8, 446, 457, 464, 
466, 472

investment allowances, 212, 216, 388-9
see also depreciation, statutory 
allowances

investment grants, 212, 214, 283, 341, 344 
investment trusts, 204, 231, 409, 419-20 
‘invisible’ transactions in the balance of 

payments, see exports of services; 
imports of services; property in
come; transfers and grants 

Iron and Steel Corporation of Great 
Britain, 238, 250

Iron and Steel Holding and Realisation 
Agency, 238, 242, 246, 269, 276, 285, 
341

iron and steel industry, 215, 225, 238, 246 
see also nationalisation; public 
corporations
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Isle of Man, 436

jewellery, 154, 172
jobbers on stock exchange, 147, 408

labour costs inquiry, 125, 128, 132 
Land Commission, 296, 353-4 
land drainage, 343, 346-7 
land and existing buildings:

transactions in, 332, 360, 364, 366, 
371, 379, 381
transfer costs, 364, 366, 379, 381 

laundry and dry cleaning, 182 
law courts, see parliament and law courts 
legal aid, 313, 349 
lengths of life, 386

see also capital consumption 
libraries, museums and arts, 324, 348 
life assurance and superannuation funds: 

fixed capital formation, 101, 365 
413-14
investment income, 102,103,113,208 
net increase in funds, 111, 114, 413, 
429
revenue account, 113-14 
tax payments, 108,113, 181 
treatment in national accounts, 22-3, 
100-1, 108, 206, 409 
see also companies, insurance; 
insurance, banldng and finance; 
superannuation and pension schemes 

LIFO (last in, first out), 401 
lighting, see fuel and light; public lighting 
loans: 410

by banks, 424
for house purchase, 114, 316, 318, 
424, 425
by insurance companies, 114,426,431 
inter-government, 280-1, 285, 337, 
430, 465, 471 
other, 426

local authorities: Chapter X (306-19)
borrowing, see local authorities’ debt
capital account, 313-17
current account, 307-13
current expenditure on goods and
services, 311-12, 318
debt, 284, 302, 314-15, 318, 420,
422-3, 450, 465
debt interest, 228-9, 313, 317
definition, 24, 306
employment income, 311, 323-5
fees, 184, 311
fixed capital formation, 315,362,364, 
369-70
grants from central government, 273, 
283, 308-9, 314, 317 
loans from central government, 284, 
302, 314

495

local authorities (continued)
quarterly estimates, 316-18 
reliability of estimates, 318-19 
rent income, 310, 318-19, 475 
saving (current surplus), 308 
seasonally adjusted expenditure, 55 
statistical sources, 316-18 
trading bodies, 24, 203, 237, 309-10 
trading stocks, 317, 396 
trading surplus, 309-10 
see also public authorities; public 
administration and defence; rates, 
local

Local Authority Financial Returns, 307, 
316-17, 332

Local Financial Returns (Scotland), 307, 
316-17, 332

Local Government Financial Statistics, 36, 
132, 139, 306-7, 316-17, 332 

local government service, 98, 138-9
see also public administration and 
defence

Local Loans Fund, see Public Works Loan 
Board

local welfare services, 351, 379 
London Transport Board, 136, 240, 246, 

272, 338-9
long-term capital account, balance of pay

ments, 415, 438, 449, 457 
loss of employment, compensation for, see 

redundancy payments 
luncheon vouchers, 105, 125, 179

machinery, see plant and machinery- 
magazines, 170 
mail order business, 151, 425 
‘maintaining capital intact’, 16

see also capital consumption; stocks 
and work in progress, stock apprec
iation

manufacturing industries: 70, 72, 73, 84-5 
employment income, 70-1, 129, 135 
fixed capital formation, 372-4 
stocks, 394-5, 398, 406-7 

margins of error, see reliability of estimates 
market prices, 13-15, 49, 65-6 
married quarters for Forces, 268, 334, 345, 

362, 378, 475 
matches, 169
meal vouchers, see luncheon vouchers 
meat, 157-8
medical services, see health services 
merchant seamen, income in kind, 125, 

155-6, 185
Metropolitan Police, 278, 306 
migrants:

remittances by, 4, 107, 447 
travel expenditure, 174-6 
see also residents, definition of 

military aid, 273, 333, 442, 447
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4 9 6 Index
military aircraft and missiles, United States, 

441, 456, 460-1, 468
military defence expenditure: 12, 271, 323, 

333-5, 356 
abroad, 442-3

see also German contributions 
to cost of Forces 

fixed capital formation, 334, 362 
milk, 157,159, 262, 272,296

see also school meals and milk 
mining and quarrying: 70, 84-5

employment Income, 129, 134-5 
fixed capital formation, 372 
stocks, 394, 397 

Mint, see Royal Mint
monetary movements, in balance of pay

ments, 415, 438-9, 449, 457 
money at call and short notice, 424 
mortgages, see loans
motor trades inquiry, 150, 166, 376, 480-1 
motor vehicles:

consumers’ expenditure, 35, 118, 155, 
166-7
fixed capital formation, 166-7, 365 
insurance, 172
licence duties, 118, 173, 259, 264 
roadworthiness tests, 173 
running costs, 169, 172 

museums, see libraries, museums and arts

nation, definition of, see residents, definition 
of

national accounts of United Kingdom, 19, 
28, 31, 58-60

national assistance, see supplementary 
benefits

National Coal Board, 245, 246, 111, 286, 
341, 374
see also mining and quarrying 

national debt interest, see debt, government 
interest on

National Dock Labour Board, 137,246,249, 
338

national expenditure, 3-6, 10-15, 61, 65-6 
National Food Survey, 34, 148-9, 152, 

156-60
national government service, 98, 138

see also public administration and 
defence

national health service:
consumers’ expenditure, 74, 170, 182 
public authorities’ expenditure, 
350-1, 356
superannuation, 128, 146, 270 

national income, 1-6, 9-10, 15-17, 62 
national income White Paper, 59 
national insurance and health contributions, 

108, 126, 265-6, 287, 328 
national insurance benefits, 105, 272, 273, 

287, 353

National Insurance Funds:
accounts, 58, 252, 287, 302 
consolidated with central govern
ment, 23,263
grants from central government, 253, 
287, 291, 294

National Loans Fund, 252, 284, 292 
national product, see gross national product; 

national income
National Research Development Corpor

ation, 245, 246, 249, 343 
national savings, 114, 255, 273, 279, 422 
National Service grants, 335 
National Travel Survey, 173-4 
national wealth, 29

see also capital stock; investment 
nationalisation, 203, 215, 238, 244, 286, 361 

see also under individual industries 
nationalised industries, 356

see also public corporations 
net output:

at constant prices, 77-8
see also output at constant 
prices

definition, 65, 70, 77, 204 
newspapers, 169
new town corporations, 240, 242, 246, 249, 

345-6, 356, 372, 378
non-profit-making bodies, private serving 

companies, 203, 261, 298 
non-profit-making bodies, private serving 

persons: 22,24,99-100,140,203,365 
consumers’ expenditure, 10, 67, 117, 
180
definition, 99-100, 299
income, 103, 105, 114-15, 232-3, 261
saving. 111

non-residents, 15, 436-8
see also overseas sector 

non-trading income:
companies, 207-8, 215, 227-9, 235 
public corporations, 241, 247 

North Atlantic Treaty Organisation, 334, 
335

Northern Ireland, government of, 138, 251, 
276-7, 294, 304-5, 356, 430 

Northern Ireland, local authorities, 139,306, 
307, 308, 310, 356

North of Scotland Hydro-Electric Board, 
245, 249, 341

North Sea oil operations, 438 
notes and coin, 266, 279, 410, 420-1 
numbers employed: 66-8, 72, 122, 129-31, 

134-40, 479, 480
Indicator of change in output, 49, 78, 
85, 86-7

obsolescence, 17, 361, 383-4 
oils and fats edible, 158
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oil companies, international transactions, 
209,211,431,446,457,459,461,464, 
471

operating accounts, see production accounts 
operatives, 121, 129
ordnance factories, see Royal Ordnance 

Factories
outlet statistics, source for consumers’ 

expenditure, 150-3, 187 
output at constant prices: Chapter V 

(77-98) and 42-53, 58, 60, 68 
gross/net ratio, 78 
indicators of, 48-50, 84-9, 91-8 
published tables, 58, 60, 65, 68, 80-1 
reliability of estimates, 52-3, 89-90 
seasonally adjusted, 56, 81 
weights in index, 48, 81-3 
see also industrial production, index 
of; under individual industries 

overseas agents, transactions by, 438 
overseas sector: 24, 28-9

financial account, 414-15, 420 
see also international transactions 

overseas visitors, expenditure by, 155, 186 
443_4,462,463,469 

owner-occupied property:
dwellings, 8, 103,114,474-6 
farm land and buildings, 142, 474-6 
trading property, 146, 208, 224, 241, 
473-6

ownership of dwellings, see under dwellings

parks and pleasure grounds, 324, 347 
parliament and law courts, 324, 349 
partnerships, 99, 102, 144, 146-7

see also income from self-employment 
passenger cars, see motor vehicles 
passenger transport, road, see road pass

enger transport
PAYE, 33, 38,123-5, 133, 140, 485 
pensions, see national insurance benefits; 

superannuation and pension schemes; 
war pensions

perry, see cider and perry 
personal consumption, see consumers’ 

expenditure
personal sector: Chapter VI (99-201) 

capital account, 99, 112-13 
definition, 21-2, 99-101 
disposable income, 65 
financial account, 114, 414, 415, 418, 
432
fixed capital formation, 113, 364-5, 
371
income, 6-7, 102-5, 112, 114-17 
income and expenditure account, 
101-12, 119
income distribution, 115-17 
saving, 109-12, 114, 119

personal sector (continued) 
stocks, 113, 395-6, 397 
taxes on income, 107-8, 328-9 
see also consumers’ expenditure; 
income from employment; income 
from self-employment 

pet foods, 171
petrol, consumers’ expenditure, 172 
petrol duties, see hydrocarbon oils, duties on 
Pink Book, United Kingdom Balance o f 

Payments^ 29, 229, 440, 444, 463 
plant and machinery, 365-6, 380 
pleasure grounds, see parks and pleasure 

grounds
police services, 308, 311, 324, 348, 379 
population, working, 67, 129-30 
postal services, consumers’ expenditure, 177 
Post Office:

contribution to Exchequer, 118, 258, 
264
employment income, 137, 325 
fixed capital formation, 338-9, 376 
superannuation, 127-8, 276 
treatment in national accounts, 23 
237, 246, 258, 296 
see also communication industry 

Post Office Savings Bank: 266,269,273,279, 
302, 408, 422
Investment Account, 279-80, 408-9, 
419-20,422

post-war credits, 105, 115, 353
potatoes, 159
poultry:

consumers’ expenditure, 158 
domestic poultry keeping, 156, 159 

premium bonds, 184, 273, 279, 422 
preserves, consumers’ expenditure, 158 
price indices: 46, 68-9 

fixed assets, 380
implied by expenditure estimates of 
gross domestic product, 43, 46, 50, 
68-9
stocks, 400-5
see also consumer price index; retail 
prices, index of

primary input content, 25, 65, 72-5 
prisons, 324, 349, 379 
private hire cars, see taxis 
private sector, 21

see also companies; personal sector 
producers’ purchases, 3, 11 
production accounts: 25-6, 72-5

public corporations, 28,239-40 
United Kingdom, 28, 61-2 

production boundary, see boundary of 
production

productive enterprises, 19, 22-4, 25 
productivity: 14-15

in public services, 45, 79 
professional earnings, 102, 144-6, 147, 223 

see also income from self-employ
ment
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498 Index
professional and scientific services:

employment income, 71, 139-40 
f ix ^  capital formation, 376-7, 378-9 
output at constant prices, 44-5, 49, 
79, 86-7, 88
weight in output index, 82-3 

profits:
due abroad, 211,223,233,438,445-6 
earned abroad, 209-10, 223, 438, 
445-6
forecasts by traders, 33, 221-2 
tax, 107, 211-12, 233^, 242, 485 
treatment in national accounts, 2, 
9, 10, 17-18,25,36 
undistributed, 2, 7, 26, 65 
unremitted, 209-10, 211, 431, 445, 
446, 457, 464
see also under companies; trading 
income

progress payments, 362, 375, 381, 394, 398, 
482

property companies, 23, 204, 216, 376, 378, 
480
see also insurance, banking and 
finance

property income:
from abroad, 4, 10, 15, 104, 445-7, 
464, 471

see also income from abroad 
paid abroad, 4, 10, 15, 104, 445-7, 
464, 471
allocation of, 104
net from abroad, 2, 5, 9, 471
net from abroad at constant prices,
47, 468
see also dividends; interest and 
dividends; rent income 

property owning and management (real 
estate), 71, 86, 474,476 
see also insurance, banking and 
finance; rent income 

protective duties, 118, 264 
public administration and defence: 71 

employment income, 138, 325 
output at constant prices, 44-5, 49, 
79, 87, 88
weight in output index, 83 
see also central government; Forces; 
local authorities; public author
ities

public authorities: Chapter XI (320-59) 
consolidation of accounts, 320-2 
capital account, 321-2 
current account, 321-2 
current expenditure on goods and 
services, II , 55, 323-6, 331-56, 
356-9
definition, 19, 20-1, 320 
employment income, 323-5 
expenditure by economic category 
and typeof service,255,331-56 
fixed capital formation, 331-56,

public authorities (continued)
362-3, 364, 367, 369-70 
published tables, 321-9 
see also central government; local 
authorities; public administration 
and defence

public corporations: Chapter VIII (237-50) 
analysis by industry, 245-6 
appropriation account, 241-3, 245-7 
capital account, 243-7 
definition of sector, 23, 237-8, 249- 
50, 408
financial transactions, 244-5, 248, 
425-6, 456
fixed capital formation, 245,247,332, 
337, 339, 341, 345, 355, 364-5, 
369
internal insurance funds, 246 
investment abroad, 245,337,431,456 
lending to private sector, 245, 342, 
343, 346, 425, 426
loans from central government, 244, 
247, 284-5, 303
operating abroad, 239, 241, 250 
operating account, 239-40 
reliability of estimates, 248 
saving (undistributed income), 26, 
244, 246-7
statistical sources, 34, 247-8 
stocks, 240, 245,247, 395-7 
subsidiaries, 238, 245 
subsidies, 240, 272 
taxes on income, 242-3, 247, 328-9 
trade debt, 247, 425 
trading surplus, 239, 241, 246-7 
writing-off debt, 244, 283-4, 285 

public expenditure, analysis of, 331-56 
public lighting, 324, 337-8, 379 
public sector: Chapter XI (320-59) 

capital account, 329-30 
consolidation of accounts, 320-2, 
329-30
current account, 329-30 
definition, 21, 320, 408 
expenditure by economic category 
and type of service, 255, 331-56 
financial account, 414, 420, 432 
see abo public authorities; public 
corporations

public trading departments, see central 
government, trading bodies; 
local authorities, trading bodies 

Public Works Loan Board, 284, 302, 314 
420

purchase tax, 50, 74,118, 255, 264, 277 
see also taxes on expenditure

quality changes, treatment of, 45, 48, 153, 
187
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®P®rating account, 239-40 
reliabilit)’ of estimates, 24«
saving (undistributed income), 26 
244. 246-7
stalistica] sources, 34, 247-8 
stocks, 240,245,247,395-7 
subridiaries, 238, 245 
subridies, 240,272 
taxes on inoMDe, 242-3,247, 32J-9 
trade debt, 247,425 
trading surplus, 239,241,246-7 
wiiting-off debt, 244,2834,285 

lie expenditure, analysis of, 331-56 
lie lighting, 324,3374,3W 
lie sector: Chapter XI (3^59) 
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quarterly estimates: seeundcr uidividual items 
seasonally adjusted, 53-7 

quarterly published tables, 59-60, 81, 119- 
20, 216-7. 246-17, 287-8, 316. 367, 
396

Radcliffe Report, 244, 411 
radio and television licences, see broad

cast receiving licences 
radio and television sets, 167-8, 178 
rail travel, 173, 176 
railway rolling stock, 365, 380 
railways:

employment income, 136 
fixed capital formation, 372, 374-5 

rates, local, 118,163,240,260, 309, 316,429 
rate support and deficiency grants, 308 
rationing statistics, 155, 158 
real estate, see property owning and man

agement
real expenditure, see expenditure at constant 

prices
real output, see output at constant prices 
records, registrations and surveys, 324, 354 
recreational goods, 171-2 
Redundancy Fund, 120, 128, 265-6, 272, 

304, 340
redundancy payments, 120, 124, 128, 133, 

272, 340
refuse disposal, 324, 346 
regional employment premium, 272, 340 
Regional Hospital Boards, 23,203,256,278, 

298, 302, 323, 351, 379 
reliability of estimates, 39-42

see also under individual items 
remand homes, 352 
rent, consumers’ expenditure, 162-3 
rent, dividends and interest: see property 

income
personal sector, 57, 103-4, 108, 
113-14

rent income: Appendix 1 (473-7) and 10, 71 
agriculture, 142, 475-7 
central government, 254, 257, 267-9, 
475
companies, 67, 227-9, 235, 475-7
imputed, 7-8, 115, 125, 267-70,
310-11,326,473-6
local authorities, 310, 318-19, 475
personal sector, 67, 103, 475-7
public corporations, 238, 241, 247,
475-7
taxes on, 259-60, 328, 484 
see also owner-occupied property; 
property owning and management 

repairs and maintenance, 183, 361-2, 366, 
474
see also housing, repairs 

requited payments, 20, 30 
research and development, public expendi

ture, 342-3

A

research associations, 100, 298-9 
research councils, 298, 302, 342 
residents, definition of, 15, 223, 436-8 
residual error, 39, 43, 63, 65, 109-10, 413 
restaurants, 154, 179

see also catering
‘rest of the world’ sector, see overseas sector 
retail distribution, see distributive trades 
retail prices, index of, 153-4, 161, 163-72, 

178-83, 191-201, 358
retail sales statistics, 34, 38, 86, 150-2, 161, 

166, 167-8, 170-2, 187 
road haulage industry, see road goods 

transport,
road goods transport:

employment income, 136 
fixed capital formation, 376-7 
nationalisation, 215, 238 

road passenger transport:
consumers’ expenditure, 173-4 
employment income, 136 
fixed capital formation, 375, 480 

roads, 267, 308, 311, 324, 337-8, 379, 387 
rounding of figures, 41 
Royal Mint, 266, 297, 400 
Royal Ordnance Factories, 24, 266, 297, 

332, 334, 335, 400
see also central government, trading 
bodies

royalties, 444, 463

salaries, 71, 112, 121-2, 132, 133-40, 141 
see also income from employment 

sample surveys, source for consumers’ 
expenditure, 148-50, 152 
see also Family Expenditure Survey; 
National Food Survey; Government 
Social Survey 

saving, 63, 412
see also under individual sectors 

scholarshiF>s, 115, 272, 312, 318, 350 
school meals and milk, 105-6, 156-7, 159, 

179-80, 308, 311-15, 349, 352 
schools, private, 22, 106, 140, 180, 182, 203 
seasonally adjusted estimates, 53-7 
sea travel, 175-6 
second-hand goods: 74, 361

consumers’ expenditure, 106-7, 155, 
166-7, 183
see also land and existing buildings 

sectors, classification of, 19-24, 28, 408-9
see also under individual items and 
sectors

securities: 410-11
British government and government 
guaranteed, 279, 280, 410, 421, 432, 
450, 465
company and overseas, 342, 410, 
426-9, 457, 466
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selective employment tax and premiums, 
119. 207,253,260,264,272, 308,312, 
324-6, 327, 340

self-employed persons, see income from 
self-employment

services, in balance of payments, see exports 
of services; imports of services 

services, miscellaneous:
consumers’ expenditure, 155, 181-5 
employment income, 122, 139-40 
fixed capital formation, 376-7 
output at constant prices, 87, 88 
stocks, 400
weight in output index, 82-3 

sewerage and drainage, 324, 346-7, 379 
shares, ordinary and preference, 207, 210, 

230-1
see also securities, company and 
overseas 

shipping:
in balance of payments, 438, 443, 
461-2, 468-9 
employment income, 136 
fixed capital formation, 374, 375 
see also sea travel; transport industry

ships:
in balance of payments, 438, 459 
fixed capital formation, 365, 380 
work in progress, 394, 398 

shop assistants, 121, 138 
smallholders, 142, 147, 343-4 
soap, 169
social security benefits, 105, 272, 287, 

352-3
Social Survey, see Government Social 

Survey
soft drinks, see beverages 
sole traders, 99, 102, 146-7

see also income from self-employ
ment

special charge, 259, 274, 329 
special finance agencies, 204, 409, 419-20, 

435
spirits, consumers’ expenditure, 161 
stamp duties, 119, 185, 224, 259, 264, 379, 

410
Standard Industrial Classification, 1958,70-1, 

80-7, 91-8, 129, 1 3 3 ^ ,  154, 332, 
363, 371, 394

Stationery Office, Her Majesty’s, 257, 271, 
325

stock issues of public corporations, 244,277, 
285

stock of physical assets, 29
see also capital stock; under stocks 
and work in progress 

stocks and work in progress: Chapter XIII 
(390-407)
accounting conventions of valuation, 
391-2, 401-2
book value of stocks held, 29, 392-6 
by commodity, 403-4

stocks and work in progress (continued) 
consistency with other data, 37-8 
390-1, 393-4, 398 
at constant prices, 46, 405-6 
general concepts, 11, 12, 25, 38, 
390-4
by industry, 394-5, 396, 397-400 
location, 390
published tables, 394-6 
reliability of estimates, 406-7 
seasonally adjusted, 55, 57 
by sector, 395-6, 397 
statistical sources, 35, 396-400 
478-83
stock appreciation, 16-18, 61, 63, 65, 
74-5, 391-3, 401, 404-5 
value of change in (change in book 
value), 17-18, 25, 214-15, 394-6, 
401, 412
value of physical change in, 17-18, 
61, 64, 74, 391-3, 395, 400-7 
see also strategic stocks; under 
individual industries and sectors 

stockbrokers, 408 
stockbrokers’ charges, 185, 224 
‘straight line’ basis of depreciation, see 

under depreciation
strategic stocks, 12, 271, 282, 335-6, 390, 

395-6, 400
subsidiary companies overseas, 15-16, 208 

223, 437-8
see also investment abroad, direct 

subsidies: 30, 61-2, 111, 312
agriculture and food, see under 
agriculture
allocation by type of expenditure, 
65-6, 119, 327 
at constant rates, 47, 68 
housing, see under housing 
other industry and trade, 341 
public corporations, 240, 272 
transport, 240, 272, 339 
treatment in national accounts, 13, 
14, 25, 258, 260, 272, 277, 329 

Sugar Board, 245, 246, 249, 342, 459 
sugar, consumers’ expenditure, 158 
superannuation and pension schemes: 

central government, 270, 276, 426 
loans to parent organisation, 276, 
423, 426
local authorities, 306, 311, 423 
statistical sources, 113-14, 127,
418-19
treatment in national accounts, 123- 
4, 126-8, 146, 204-6, 408-9 
see also employers’ contributions; 
life assurance and superannuation 
funds

supplementary benefits, 105, 272, 353 
supplies statistics, source for consumers’ 

expenditure, 148, 152, 156-7 
supply services, 251, 289-95, 301
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evaaon, 145, 146, 224 
eteraptuHi limit, 3 3 ,115-K 
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395-6,400
subsidiary companies o^trscas, 15-16,208 

223,437-8
see dso investmoit abroad, direct 

subsidies: 30,61-2,272,312
agriculture and food, see under 
agriculture
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surplus stores, 282, 390 
surtax, 107-8, 263, 328, 485

see also taxes on income

tax reserve certificates, 228, 280, 422 
taxes, classification of, 30, 259-60 
taxes on capital, 30, 113, 259, 274, 328-9 
taxes on capital gains, 107, 113, 234, 274, 

329, 484, 486
taxes on expenditure: 30, 61-2, 74

allocation by type of expenditure, 
65-6, 117-19, 327
central government receipts, 258-60, 
264-5
at constant rates, 47, 68 
local rates, 163, 240, 309, 316 
treatment in national accounts, 13, 
14, 255, 258-60 

taxes on imports, 50, 65-6, 68 
taxes on income: 30, 36, 60

accruals and tax reserves, 60, 63,108, 
112, 117, 119, 211-14, 233-5,
243^
allocation by type of income and 
sector, 328-9
central government receipts, 259-60, 
262-4
on companies, 211-14, 233-5, 328-9 
deductions at source, 107-8, 210, 
212-13, 234, 243, 485 
evasion, 145, 146, 224 
exemption limit, 33, 115-16, 123 
international transactions, 445, 464 

see also taxes paid abroad 
local authorities, 313, 316, 318 
on personal sector, 107-8, 328-9 
on public corporations, 242-3, 247 
328-9
Schedules, 484-5
tax assessment statistics, 33-4, 38-9, 
144-7, 217-23, 232-3, 436-8 
see also corporation tax; profits tax; 
surtax; national insurance and 
health contributions

taxes paid abroad, 107, 117, 119, 207, 209, 
214, 229-30, 445

taxis and private hire cars, consumers’ 
expenditure, 174

telephone and telegraph services, consumers’ 
expenditure, 177

television, see radio and television 
temporary housing, see housing, temporary 
timing of transactions, see transactions, 

recording of
Tithe Redemption Annuities Account, 265, 

273, 278, 304
tobacco, consumers* expenditure, 34, 149 

162
tobacco duties, 74,118, 264

. h

tourist expenditure, see overseas visitors, 
expenditure by

town and country planning, 112, 265, 282, 
303, 347, 354, 379 

trade associations, 100, 203
see also non-profit-making bodies, 
private serving companies 

Trade Accounts, 36, 55, 158, 159, 162, 441,
458-61,467-8

trade credit, 247,425,431,454,457-8,466-7 
trade investments, cash expenditure on, 418, 

427-8
trade unions, 99-100, 140, 203

see also non-profit-making bodies, 
private serving persons 

trading bodies,see«m/ercentral government; 
local authorities

trading income, 2, 7, 9-10, 17-18, 25, 33-4, 
42, 43, 67
see also income from self-employ
ment ; profits; trading surplus 

trading losses, 219
trading surplus, see under central govern

ment; local authorities; public 
corporations 
see also trading income 

transactions, classification of, 20, 30 
transactions, recording of: 3 ^ 9 , 217, 255-6 

in balance of payments, 438, 441 
in financial accounts, 410-11 

transfer incomes, see transfers and grants 
transfer payments, see transfers and grants 
transfers and grants: 1, 2, 20, 30, 34, 38

capital, 27, 63,112-13, 214-15, 244, 
274-6, 282-^, 314, 315-16, 412, 
448
current:

central government, 105, 254, 
260-2, 269-70, 272, 273, 
308-9,447-8
companies, 104, 211, 232-3 
definition of grants by central 
government, 260-2 
international, 4-5, 107, 269- 
70, 273, 447-8, 464-5 
local authorities, 105, 273, 
368-9, 312-13
personal sector, 100, 104-5, 
107, 114, 211, 272, 312-13. 
464-5

by public authorities, by type of 
service, 331-55 
seasonally adjusted, 56-7 

transport industry: 71, 73
employment income, 136-7 
fixed capital formation, 339, 374-7 
output at constant prices, 79, 86, 88 
stocks, 339, 399 
weight in output index, 82-3 

Transport Holding Company, 242, 246 
338-9

transport, public expenditure, 338-9

I
I

. I



t

• I

* i*j •

ji

’ jl '<*.*% 1 ‘1 K

'•5

IV:
■S'

,r - f f <%<

« «•

• t.

5 0 2

travel, in balance of payments, 443-4, 462, 
469

travel, consumers’ expenditure, 35, 119, 
173-6

Treasury analysis of public expenditure, 
355-6

Treasury bills, 228-9, 278-80, 421, 449, 465 
trustee savings banks: 204, 227, 302

ordinary departments, 206, 273, 279, 
302, 408, 422
special investment departments, 232, 
279, 409, 419-20, 422 

trusts, private, 99, 100, 103, 111, 415, 418 
see also non-profit-making bodies, 
private serving persons

under-assessment of income, 123, 145, 146 
224

undertaking, 183
unincorporated businesses, 22, 26, 99, 

102-3, 110,202, 364, 396 
see also income from self-employment 

United Kingdom, see residents, definition of 
United Kingdom Atomic Energy Authority, 

see Atomic Energy Authority 
unit trusts, 204, 231, 409, 419-20, 426, 429 
universities, colleges, etc.:

fixed capital formation, 365, 378 
public authorities grants’ to, 112, 
272, 282, 312, 350 
see also non-profit-making bodies, 
private serving persons 

unrequited payments, 20, 30
see also gifts; interest and dividends; 
subsidies; taxes on capital; taxes 
on expenditure; taxes on income; 
transfers and grants

Index

valuation of assets, 29, 383-4,391-2,410-11 
vegetables, consumers’ expenditure, 159 
vehicles, 365, 380

see also motor vehicles visitors 
436-7
see also overseas visitors, expend
iture by

Vote expenditure, 289-95, 331-2

wages, 71, 112, 121-2, 131, 1 3 3 ^ ,  141 
see also income from employment 

war damage compensation:
government payments, 283, 303, 354 
receipts, 112, 214, 224, 244, 314 

war pensions, 105, 272, 273, 353 
watches, 154
water charges, 118, 163, 309 
water supply, 70, 84-5, 129, 136, 309-10, 

346. 374
wealth, adding to, see investment 
wear and tear, see capital consumption 
‘welfare’, 14, 15
welfare foods, 105-6,160,262,272,296, 352 
welfare services, see local welfare services 
wholesale distribution, see distributive 

trades 
wines, 161-2
work in progress, 11,29, 38, 390, 394

see also stocks and work in progress

youth employment services, 339-40
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